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MONDAY, MAY 21, 1956 


House or REPRESENTATIVES, 
SuscommitTtree No. 4 on Atrcrarr [ypustry, 
OF THE SELECT CoMMITrre oN SMALL BusINEss, 
Los Angeles, Calif. 

The subcommittee met, pursuant to call, at 9: 30 a. m., in courtroom 
No. 9, United States Post Office and Courthouse Building, Los Angeles, 
Calif., Hon. Tom Steed (chairman of the subcommittee) presiding. 

Present: Representatives Steed and Roosevelt. 

Also present: Warren H. Biscailuz, subcommittee counsel, and 
Katherine C. Blackburn, staff member. 

Mr. Streep. The committee will please to come to order. 

This is Subcommittee No. 4 of the House Select Committee on 
Small Business, meeting here in the city of Los Angeles, with myself 
as chairman and my colleague, Hon. James Roosevelt, as a member. 

The recent appropriation by the House of Representatives of close 
to $34 billion for the Defense Department has again clearly indicated 
the great impact on our economy of defense procurement. Unless 
this tremendous expenditure by the Defense Department is permitted 
to enter into the small-business community it will widahune the present 
free economy of our country. 

It is the declared policy of Congress that the Government should aid, 
counsel, assist and protect, insofar as is possible, the interests of small- 
business concerns in order to preserve free competitive enterprise to 
insure the fair proportion of the total purchases and contracts for sup- 
plies and services for the Government be placed with small-business 
enterprises and to maintain and strengthen the overall economy of the 
country. Therefore this committee is making this inquiry in the air- 
craft industries to ascertain whether this is so. 

The aircraft industry is the Nation’s largest employing industry. 
It employs approximately 797,000 men and women directly, and hun- 
dreds of thousands more indirectly in the firms of subcontractors and 
suppliers. This impact of employment and dollars spent in the air- 
craft industry necessitates that we examine the problems of small 
business in the aircraft industry to determine whether the policy of 
Congress to aid and assist small business is being complied with. 

It is well known that in securing and maintaining the finest. quality 
combat weapons and supporting equipment that the Government needs 
all the skill, productive ingenuity and genius that this Nation can 
produce. We also know that there are innumerable highly skilled 
small-business firms that have proven their competency time and again, 
both in civilian production and military production. But unfor- 
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tunately it appears that these qualifications of small business and 
capabilities of the small-business concerns are not being sufficiently 
utilized in defense production today. 

The prime contractors who are getting the major portion of the 
defense contract dollars must either express & genuine desire to 
protect small business or the competitive enterprise system and the 
economy of our Nation are doomed. A realistic subcontracting pro- 
gram must be carried on by each prime contractor which is meaningful, 
and by meaningful we mean that a fair and equitable share of the 
defense dollar spent by our Government must pass to the small-business 
community. Only in this way can the prime contractor benefit him- 
self and the economy of the Nation. 

We are repeatedly informed by the high officials in the Pentagon 
that the directives issued by them are meeting with results and that 
such directives are effective instruments. Department of Defense 
Directive 4100.20, issued on April 19, 1955, more than a year ago, on 
the small-business subcontracting program, appears not to have been 
fully implemented. The eight points stated in this directive make very 
fine aanae and this committee is pleased that the Defense officials 
faced up to their responsibility, but the soundness and the effectiveness 
of any order or directive must be measured by the results obtained. 

It is now a little more than a year since the issuance of that directive 
and to my knowledge no uniform reporting system has been created 
or published. Such an item as uniform reporting is vital to the 
determination of the results of this subcontracting program. Without 
it the Defense Department and Congress cannot realistically determine 
whether the prime contractors are giving a fair share to small 
business. 

We are informed that substantial thought, conscientious effort, and 
followup are being devoted to the subcontracting program at all 
levels of the Defense Establishment. We have, therefore, requested 
representatives of two major prime contractors—Douglas Aircraft 
and North American—to coh representatives to this hearing to 
discuss these vital matters so that we can see and hear for ourselves 
just what those results are, if any, and how effective the subcontracting 
program activity is. 

It must be emphasized that I and the subcommittee firmly believe 
that small business is capable, not only in the normal commercial 
procurement activity of the Defense Establishment, but also in the 
field of research and development as well. We frequently hear that 
because weapon systems are complex, it is impossible for small business 
to participate in that field. Such an attitude I consider to be erroneous 
and detrimental to the security of our country. 

It was not too long ago that a small-business concern operating a 
bicycle repair shop launched the first airplane which gave birth to the 
United States Air Force and the ona industry. The flight from 
Kitty Hawk into the supersonic sound barrier is.a monument to small- 
business ingenuity and inventive genius. 

It is in this spirit that this committee will conduct this inquiry. 

I would like to express our regret that our colleague, Congressman 
Seely-Brown, of Connecticut, is unable to be here this morning. . He 


has been most active and helpful to the committee in the work we have 
been doing. 
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I have a telegram here from the Horiorable Cecil R. King, which I 
would like to read into the record at this point. [Reading:]| 


WasHINGTON, D. C., May 21, 1956. 
Hon. Tom STEEp, 
Chairman, Subcommittee on House Small Business, 
Los Angeles. 


Dear Mk. CHAIRMAN: I would like to commend you as chairman and your 
distinguished subcommittee colleagues for the important inquiry you are pres- 
ently making into problems of small business with respect to defense procure- 
ment and with particular emphasis on the aircraft industry. I have been 
particularly concerned with the defense-procurement policies presently being 
practiced which result in the award of defense contracts to the industrial giants 
with little regard for the welfaré Of small business and the millions of jobs 
small business provides for American labor. A continuation of these short- 
sighted policies can only cause the atrophy of small business and a reduction 
in America’s defense potential. Corporate mergers, business failures, and closed 
factories are the warning signs that our procurement policies must be revised. 

I am confident the findings of the subcommittee will do much to alleviate the 
present difficulties confronting management and labor in small-business con- 
cerns. In accomplishing this objective, your subcommittee inquiry will provide 
for a more secure America through maximum development and utilization of 
our small-business industrial and manpower resources. It is my view that 
the extension of procurement preferences to industrial giants to the neglect 
of our small-business concerns is not consistent with the maximum military 
readiness of our Nation. Just as all American resources are required to serve 
the Nation’s cause in times of hot war, so must they be called upon to serve 
in time of cold war. No single American company nor single segment of our 
industry has a lien on the $35 billion in annual military expenditures financed 
by the American taxpayer. This concentration of taxpayer funds must be 
equitably allocated among American industry in the interest of preserving 
competition and of maintaining our free-enterprise system. 

I sincerely regret my duties prevent an opportunity for me to appear in person 
before your subcommittee today. I will be submitting a more comprehensive 
statement to the subcommittee on this important subject. 

Respectfully, 
Congressman CeEcrr R. Kine. 


Now, we have with us today our distinguished colleague here from 
the city of Los Angeles, Mr. Roosevelt, who is sitting to my left. 

Would you care to make any comment before we call our first 
witness? 

Mr. Roosevett, No, Mr. Chairman. I would just like to second 
your sentiments in your opening statement and to say, of course, that 
my interest is to see that the greatest amount of business which can 
be properly given to small business is assigned to the small-business 
community. 

I noted particularly in the Second World War that as the war went 
on, it became more and more important to have a sound network of 
small-business contributors to the large suppliers, and I feel that we 
might find ourselves caught in a situation where we were unable to 
put that system rapidly into operation if we allowed it to become 
atrophied in the meantime, and therefore it is the responsibility of 
Congress to see to it that to the greatest extent possible this network 
of smal] business is kept alive and the fullest use of its value to the 
national defense is never overlooked at any point. 
_. Mr. Chairman, I would like to say how happy we are to have you 
here in Los Angeles, and having just finished a smog hearing, now we 
are happy to get into nice clean, fresh air with the aircraft industry. 
_ Mr. Sreep. Thank you, Mr. Roosevelt. 

Our first witness today will be Mr. Twarowski. 

Mr. Twarowskt. Eugene Twarowski. 
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Mr. Sreep. If you will please identify yourself to the reporter and 
give her your full name. 


TESTIMONY OF EUGENE TWAROWSKI, DOUBLE T PRODUCTS CO., 
HAWTHORNE, CALIF. 


Mr. Twarowsx1. Eugene ‘Twarowski, T-w-a-r-o-w-s-k-i; Double 
T Products Co., Hawthorne, Calif. 

Mr. Sreep. Now, sir, if you would care to, you may proceed with 
your statement in your own way. 

Mr. Twarowsk1. Well, I don’t have a lot to start with. I would 
prefer as we go along that you start asking me some questions about 
things in which you are interested. 

Basically, the whole thing is that I feel as though the group that I 
am representing here today would like to have the opportunity of 
getting the aircraft business as it comes into our neighborhood. 

As I discussed with a few fellows here this morning, all we want 
is our share of it, and of course if we have a lot of work, we have a 
good share. If we don’t have our share, we don’t have any at all. 

In other words, what is the normal level at which we are going to 
have to establish ourselves ? 

My shop as it stands now could be a 45-man shop. Actually, I am 
working it with 23 men at the present time. 

Mr. Roosrvett. How long have you been in this business? 

Mr. Twarowsk1. Fifteen years. 

Mr. Roosrvetr. In general, just what.type of work do you do? 

Mr. Twarowskt. It isa small aircraft component-part shop. 

Mr. Roosrvett. Do you do machine work ? 

Mr. Twarowsk1. Yes; we do. In other words, we are serving the 
two primes here that you mentioned in your statement. They are 
good primes, by the way, too. 

I say that these two primes you have here today are the ones, I 
would say, who give the greatest majority of life to my area. 

Mr. Roosrvett. Do you make any attempt to do business with other 
firms in the area, the other large plans and outfits ? 

Mr. Twarowsk1. Oh, yes; like Lockheed and others. 

Now, there is another thing I would like to bring up. That is, when 
we have to drop down, we will say, from a major prime to go to a sub- 

rime, we will say, like Axelson and AiResearch, for example, we find 
it harder and more competitive to get work and then to make a profit 
on that particular type of work. 

Mr. Roosrveir. Now, why is that ? 

Mr. Twarowski. Maybe it is someone has already taken that first 
cut out of it, and as it drops down, you see, and it becomes competitive 
and there are more people after it at that level, and of course the 
price becomes more competitive at that level. 

Mr. Roosrvett. In other words, if you make a part for a first sub- 
contractor, let’s say—— 

Mr. Twarowski. Yes; in other words, if I were going to make the 
same part for, we will say, for Douglas, I would receive a figure—let’s 
say of $3.20 for that part. Now, the same part may be made by 
Menasco or Axelson or any of the other major subs. For the same 
part on a competitive base, I would probably only be able to get about 
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$2.90 or $3 for it. In other words, I could never reach that same 
figure away from my prime. ; 

Mr. Roosrvett. Would you say that when you apply it to these 
various prime contractors, do you find a difference in approach in 
their mngeeeeetiiie with you or do they more or less follow the same 

attern ¢ 
5 Mr. Twarowski. They follow the same pattern more or less; yes. 

Mr. Roosevett. The same pattern ? 

Mr. Twarowsk1. Yes. 

Mr. Roosevetr. Is all of the work that you have been doing on a 
bid basis ? 

Mr. Twarowsk1. All bid basis; yes. Anywhere from—I would say 
anywhere from 2 to 4 bids. 

Mr. Roosevett. How do you receive information as to the avail- 
ability of work ? 

Mr. Twarowski. Primarily through my own contacts. 

ae Roosgvetr. Directly from the companies. And do you contact 
them 

Mr. Twarowsk1. Yes; that is right. 

Mr. Roosrvett. Do you have much communication, if any, with the 
Small Business Administration ? 

Mr. Twarowski. Quite a bit; yes. 

Mr. Roosevetr. What does it consist of ? 

Mr. Twarowski. You mean, as far as obtaining work? 

Mr. Rooseverr. Yes. 

Mr. Twarowskt. Well, I found that all of the business I have looked 
at through the Small Business Administration has been way over our 
head, way over our head, and some of the contacts I made through 
the office here in relation to ordnance, we will say, out in Pasadena, 
I have been more or less told out there that they just were trying to 

lease us out here on the west coast, as far as sending some of these 
bids out here, items like large forgings, and things of that sort that 
we weren’t competitive out here on, you see, but everything I have 
looked at down there at the Small Business Administration has been 
a little bit over, I would say, small business’ head. 

Mr. Roosevetr. However, the Small Business Administration office 
here knows of your general capabilities; does it not? 

Mr. TwarowskI. ies, yes, right. 

Mr. Roosevert. I assume that they have made an investigation. 

Mr. Twarowski. In other words, I was just looking at what they 
had available. 

Mr. Roosevett. Do they contact you or do you contact them? 

Mr. Twarowsgt. Oh, I think it’s worked both ways. I mean, they 
do contact us through their literature and from time to time, Dad 
and I drop down to see them and we write them a letter on some view 
they may have in mind. 

Mr. Roosrvett. How much contact do you have with the services in 
your work? 

Mr. Twarowski. We are on a bid list at Wright-Patterson Air 
Force Base and at Navy Air Force at Philadelphia, and we do re- 
ceive our quotes through the mail as we come up on the different bid 
lists, you see, but again there is no future in that. It is very com- 
petitive, and some of the bids we have asked for to see how we fared 
in our bidding, we were way, way out of line. 





6 AIRCRAFT INDUSTRY 


In other words, bidding it as close as we can to what we think is our 
price and cost here, against people in the East who might have been 
manufacturing the same item before, we were completely out of the 

ieture, . 

R Mr. Rooseveur. So you concentrate mostly in business that is right. 
here? 

' Mr. Twarowsxt. I have to. Then, you see, I am establishing—I 
am in the same competition with my neighbors, then, you see. 

Mr. Roosevett. When you get a job from North American or 
Douglas through the services, the inspection services of the Armed 
Forces, do you have much to do with them or do you deal directly with 
the companies ¢ 

Mr. Twarowsk1. North American directly, or Douglas, whatever 
particular case exists. In other words, the only contact I might make 
with the Government would be maybe a survey to check my facilities 
or to check the Government tooling that might be in the shop at the 
time, or maybe a quality-control man would come through that was 
employed by the Government to see if I was dropping my parts cor- 
rectly, using the standard types of materials that were required to go 
into the parts, you see, but more or less only for just a spot inspection. 

Mr. Sreep. Are you in a position to tell us whether or not prime 
contractors are using facilities owned by the Government leased to 
the prime contractors which take work away from small business in 
the area ? 

_ Mr. Twarowskt. They are. Thére is something that I guess every- 
body would have a different view on. If we take like Douglas-Tor- 
rance, now, for example, there is quite a large facility that they opened 
up there. I believe it did handicap me in the very beginning. The 

have quite a large shop there, and no doubt they do take a lot of wor 

away from small business, but on the other hand I do believe that that 
extra facility that Douglas has to offer to the Government will bring 
additional work back into the area that will probably sometime in the 
future put more work back into my area. Tt hurt me then; it may 
help me now. 

You see what I mean? I can’t actually say it is hurting me at the 
present time. 

Mr. Sreep. Has there been any increase in the amount of Govern- 
ment facilities in the last couple or 3-years out here ? 

Mr. Twarowsk1. Yes; there has been. I mean—what do you mean 
by increasing? 

Mr. Srerp. Have the Government facilities been added here to do 
a job that industry is already equipped todo? . 

\ “Mr. Twarowsxt. I think we could have done them here; yes. 

‘Now, whether we could have done them the way they wanted them 
done or not, I don’t know, but I think we could have done them out 
here ourselves. . 

' Now, when I say “we” I am speaking about the boys on the outside 
now. There is quite a few of the plants here that are local, like Hughes 


and Menasco, and I guess some of the other plants T don't know, that 
are building toward Arizona, Texas, and in that area now, you see. 
How much is being drawn into there, I don’t know. I think Doug- 
Jas-Long Beach has a facility in Tueson. Now, whether they are just 
assembling down there, I don’t know, but they are drawing some of 
‘the work down to those other plants.’ ©" ow Owe 3 
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Now, I can’t say how much is going out of State, you see. 

Mr. Rooseveur. May I ask this: You mentioned that you felt there 
was work Douglas had begun doing that you could have done in the 
initial instance or that small business in the area could have done. 

Mr. Twarowski. Sure. 

Mr. Roosevetr. In the long run, you think it will bring other 
business back to you? 

Mr. Twarowski. It should. : 

Mr. Roosrvert. However, suppose it had started with you. 
Wouldn’t it also have meant that if you had done it then, other small 
business would have gained from this same flow of business? . 

Mr. Twarowski. Yes. Yes, that is true. 

Mr. Roosevett. So that is essence, in the overall, it is the loss of a 
small-business segment ? 

Mr. Twarowsk1. Yes. 

Mr. Roosrvetr. Now, from your knowledge, does this business that 
Douglas is doing, are they enabled to do it by renting Government 
facilities ? 

Mr. Twarowskt. Yes; I think it is all that way with Government- 
owned equipment and plants. | 
Mr. Roosrvett. That, however, would not be available to you? 

Mr. Twarowskx1. That is right. That is true. Now, there is Gov- 
ernment equipment that I can draw, too, but it is not the same caliber 
that they are drawing. 

Mr. Roosrvett. But now, why isn’t it the same caliber ?: 

Mr. Twarowskt. That I don’t know. I can’t answer that question. 

Mr. Roosrvert. When you say it isn’t of the same caliber, what do 
you mean? 

Mr. Twarowskt. I mean it is not of the most recent equipment that 
is available for the larger plants. 

Now, I go to my pool, we will say, up here in Lancaster, and that 
equipment is going back into age. I mean, it is equipment built in 
1941, 1942, 1943, that actually 1 am not in a position to use it in my 
plant any more. It just doesn’t machine the metals that I use, or the 
tolerances that I am required to machine now. 

I do believe that the larger plants who are drawing this equipment 
are drawing it directly from like Warren Swasey and Kearney- 
Trucker, right from the factories themselves, you see, so that would 
be the true differences in machines that I am able to draw and what 
the larger plants are able to get. 

Now, whether I am entitled to the same equipment as they are, well, 
that is another story, but I would say that their equipment is new 
right from the factory, and mine is from these old surplus pools that 
are laying out in the desert there. 

Mr. Roosrvetr. Just for the record, to pin it down, what is the exact 
type of work that this Douglas plant was doing, so I can identify it? 

Mr. Twarowskt. Douglas-Torrance, for example? 

Mr. Roosrvetr. Yes. 

Mr. Twarowskt. Well, they have a general machine shop down 
there and I imagine they have large spar mills that a lot of us boys 
aren’t in a position to handle, so they have their assembly groups down 
there. They have big drop hammers. They have big well. shops 
there. They have almost anything you can find. 
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I mean, they have a beautiful shop down there. 

Mr. Roosrvetr. Are there not in the community,.or in the general 
area, other plants of that kind, however, that would be in a position 
to handle that? 

I am not talking about you, yourself, but I mean other businesses. 

Mr. Twarowski. I would say that possibly the majority of the 
work that they are doing down there could be bought on the outside. 
I would say 90 percent of it could be done on the outside, except for a 
few pieces of equipment that are exceptionally large and different 
than what you would find in our business. 

Mr. Roosevetr. Just so I can be sure as to them. I want to be able 
to identify them when the Douglas representative is here before me. 
I don’t want to have to be vague. 

Mr. Twarowsk1i. No. 

Mr. Roosevetr. What specific kind of equipment is it? Can you 
give the technical term so I can refer to it epicihedlly# 

Mr. Twarowskt. Well, for one, I know—I think there is a drop 
hammer down there that is enormous in size. It was built in Ger- 
many and—gosh, you would have to have four plants of my size 
just to put that hammer in there, you see. 

Mr. Roosrvett. So you don’t think that is available in the area? 

Mr. Twarowskt. No. 

Mr. Roosevett. What is available in the area? 

Mr. Twarowskti. Well, I believe they could buy the welding out- 
side. There is a lot of small welding shops that are out and pretty 
dry right now, and looking for business, I know. 

I know generally all the machining that is done up there like lathe 
work and millwork, that could be bought on the outside, except now, 
like I say, except for isolated situations where the equipment is large 
and extreme. I think that the majority of it could ught on the 
outside. In fact, half of it that is started down there eventually does 
wind up on the outside under the diverse program anyway. 

Mr. Roosrvett. Now, what do you mean by that? 

Mr. Twarowsk1. Well, as the work progresses in the shop down 
there, it either falls behind schedule or some shop superintendent 
says that the work isn’t going along as well as it should, either blue- 
printwise or moneywise, so it 1s diverted through 331, which is the out- 
side division, back out to the outside, and it relieves the plant of either 
a situation that is coming up by the part not being made fast enough 
in the plant or some fellow is machining the thing the wrong way, so 
they get it out of the plant right now and let something else flow in 
there, you see, 

Mr. Roosevett. Isn’t it evident from the fact that some of it. be- 
comes diverted to the outside, doesn’t that indicate it could be done 
in the initial instance on the outside? 

Mr. Twarowsk1. Oh, yes, sure. It is proving the point, isn’t it? 
I mean, it is proving our point that if it does or if it is diverted back 
to the outside, that it should have started out there in the first place. 
Mr. Sreep. What can you tell us about the labor-supply situation ? 
. Mr, Twarowskx1. It is rough right now, plenty rough, That is my 


biggest problem, labor. 
ss tr. rem, ow do you mean by rough; there is too much labor or 
not enough labor? 
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Mr. Twarowskt. Not eriough good labor. There is enough of the 
common labor running around, but this aireraft business is different 
from making bicycles. You have got to have a man that realizes 
and understands it. It is like buying an artist when you buy a good 
machinist. In other words, I consider my parts sometimes like a 
picture. I have got to have the best there is when I build that thing, 
and my labor market is almost depleted right now. 

T think that is my roughest problem. 

Mr. Roosevetr. Now, a few minutes ago you said you could operate 

our plant at 40 plus le. 
2 My "Pwinowant. Yes, + could: 

Mr. Roosevetr. But if you can’t get them, then you can scarcely 
blame the large companies for not giving you the business, if you 
were unable to secure the personnel. 

Mr. Twarowskxr. Yes. To start with, I am not blaming the large 
companies for anything, because they have—I mean, they have been 
awful nice to me for the past 15 years and probably, I hope, the next 
15 years. 

Mr. Roosevett. What I am getting at is: If you can’t handle the 
business—when I say “you” I mean the small businesses in the area— 
then presumably the prime contractor would be making a mistake to 
give you what you can’t handle. 

Mr. Twarowsxt. Yes. Of course, we have the situation, too: If 
I can’t get them, how can he get them? Do you see what I mean? 
Because I am paying a higher scale than he is most likely, to keep away 
from any union trouble, and probably we would have a, oh, a little 
closer relationship between the employee and the employer, so that 
if I _ get them as a small-business man, how is he going to get 
them 

In fact, the fellows that I do kick out sometimes I find wind up 
in those bigger plants, you’see. I mean, they are not good enough 
to stay on my payroll, so I can make my dollar, so they eventually 
wind themselves back there. 

Now, how long they stay there, I don’t know. 

Mr. Roosevert. Along the same line, can you give me a list of those 
small businesses or some idea of the general field of those small busi- 
nesses which—I think you put it—are hungry; they don’t have all 
the work they think they could handle or that they have a staff to 
handle? 

Mr. Twarowski. You mean, at the present time? 

Mr. Roosrveur. At the present time. 

Mr. Twarowskt. Well, there are some processing houses that are 
fairly hungry that do anodizing and priming and hard chrome and 
different types of nickel plating and that sort of thing. 

I find that quite a few of the weld shops are a little bit hungry 
at the present time that do fabrication and small assembly welding 
on stainless steels and aluminum, steels of different natures. 

Generally speaking, most of the machine houses today like myself 
are fairly busy and we have been getting busier as time goes on. I 
mean, I don’t believe that a small-business man—now, there are some 
boys that are hurt. That is true in any field, even in politics. You 
get the boys that never make out, but in my business, if it is there, 
if I am good enough and smart enough, I think I can get it if it is 
available to me. 
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There are situations where there are some plants that are considered 
small business that may be a lot larger than me that have work that 
I think that maybe, I should think, should be diverted to them from 
a different level. There are boys that are under me that maybe only 
have 10 men working, and I have the work coming into my Sa that 
I think that possibly they could handle—you see what I mean— 
which would allow me to go after a different type of work and maybe 
a different, oh, dollar volume of work that probably these boys on 
the lower level are not able to go after, because of their financial 
background and maybe the number of years in business or maybe 
they _— a certain type of tool and inspection equipment or back- 
ground. 
~ There could probably be some part given to a man’s level, you see 
what I mean, when the work is diverted to them, or we will say, when 
it is subcontracted, that would allow more work to go out to more 
people at different levels instead of letting them all drop right here 
at the middle, and let both ends get a little bit, too, you see. 

I think something along that line could probably be worked out. 
How, I don’t know, but they gave us quite a bit by our experience, the 
number of men we have, the type of equipment we have, and basically 
our financial background. 

Mr. Roosrvetr. How would a fellow who wanted to start a busi- 
ness and had no experience, how would he fare in this business ? 

Mr. Twarowski. Not too long. 

Mr. Roosevetr. In other words, a new enterprise would have a very 
difficult time—— 

Mr. Twarowski. Rough. 

Mr. Roosevett. In breaking in? 

Mr. Twarowski. Rough, unless he had good contact. 

Mr. Roosevett. Now, how would good contacts help him when 
everything is on a bid basis? 

Mr. Twarowsk1. Well, it’s like being at the house at the right time 
to sell the right loaf of bread. You know what I mean? } 

Mr. Roosrvetr. But if I am buying a loaf of bread, I don’t buy it 
on a bid basis. 

Mr. Twarowskt. No; I know you don’t, but—— 

Mr. Roosrverr. All right. 

Mr. Twarowskt. But if you need a loaf of bread and one baker gets 
there before the other one does—you see what I mean—you are going 
to buy it from the first one. 

Mr. Roosrvett. But that is not the way I understand it. 

Mr. Twarowsx1. It isn’t? 

Mr. Roosrverr, As I understand it, we issue notices of bids and we 
take bids and we award it to the lowest—— 

Mr. Twarowskt. Well, yes. 

Mr. Roosrvett. Qualified bidder. 

Mr. Twarowsx1. Well, yes. Well, I find that bidding is done a 
little bit differently, though. 

Mr. Roosrveur. Then tell me about it. 

Mr. Twarowsx1. All right. Say that I make, we will say, two 
rounds a week at Douglas. Say I hit Douglas on Mondays and we 
will say on Thursdays. 

Now, if there is work available Monday, I am looking at it. If 
there isn’t, I don’t look at it. The chances are that if the buyer is a 
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good buyer and knows I haven’t picked up anything on Monday, there 
should be some work left for me on Thursday if there is work available. 

If there is no work that week, I automatically pick up the phone 
Friday afternoon or Monday and say, “I have got to have some work 
in here. Iam starting torun low. Two weeks from now I am going 
to be empty.” 

So that he will put it away for me—you see what I mean—or ask 
me to come back in Tuesday afternoon or Monday afternoon and look 
at it and try to build that level that I am trying to maintain with that 
company back up. 

Mr. Roosrvetr. Now, wouldn’t that, just on the basis of what you 
say, enable me as a purchasing agent, let’s say, to pretty much steer 
the business where I want it to go? If I didn’t like the looks of your 
tie, couldn’t I pretty well give the business elsewhere ? 

Mr. Twarowskt. You could. Sure, you could. 

Mr. Roosrve.t. What assurance is there that if you are the best 
guy and I don’t like the looks of your tie, that you will get the work? 

Mr. Twarowskti. Well, there is no assurance except that, say I am 
the guy that you don’t like the looks of and that 

Mr. Roosevett. I do like your looks, you know. 

Mr. TwarowskI. Surely, but say that my company has maintained 
a certain dollar volume with your company and that I am on schedule 
with you and that my quality of work is where it should be—by God, 
you have an obligation to give it to me. I may have a hard time 
getting it, but I am going to get some of it under our competitive 
bidding system. If not, 1 am going to go higher up. 

That is the way I feel about it. 

Mr. Roosrvett. That is, if you knew somebody higher up. 

Mr. Twarowsk1. I will get to know them. I will find them. 

Mr. Roosrvetr. I think you probably will. 

Mr. Twarowski. No; I mean—that is the way I feel about it after 
15 years. 

Now, like you say, there might be a guy in this thing 5 months that 
won’t want to try seeing that fellow that might be able to do something 
about it, you see. 

Mr. Roosrveir. As far as you know, what does a prime contractor 
do to goto? For instance, suppose I came in to the prime contractor 
and I have decided to go into the welding business and I think I have 
a pretty good shop and I have set myself up in a qualified way to do 
the work. 

Mr. Twarowsk1. Yes. 

Mr. Roosevett. From your knowledge, what kind of a break would 
I get? Would it be purely on a price basis, or what ? 

Mr. Twarowsk1. Yes, yes; it would. 

Mr. Roosrvett. Could I get myself on the bidding list ? 

Mr. Twarowski. No. I will tell you what you would probably do. 

First, you would probably start with fellows like me who are far- 
ther on down the line and easier to see. I mean, we don’t have any 
fancy lobbies; I don’t. You just come in and sit down by my desk and 
start talking to me, and you tell me that you have a ads shop across 
the street and that you would like to start doing some of my welding, 
and I am a pretty fair guy, too, so I would probably give you some 
the next time around, and as time went along I would probably 
mention it to some buyer that did the welding buying for some of the, 

83346—56——2 
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you know, major subs, and say, “Well, I know of a good weld shop.” 

Eventually the the fellow would work himself into the circle where 
he can meet this fellow, or get enough nerve up some day and go up 
and see the buyer and have him surveyed. 

That is a long, hard road, though: I would say to start with would 
be rough. 

I would much rather have started when we did than right now. 

Mr. Roosrevetr. Now, when you talk about competitive bidding, 
what you are saying is that there is a different interpretation of a 
competitive bid because you are satisfying the buyer that your price 
is within a reasonable range? 

Mr. Twarowsk1. Yes. 

Mr. Roosevett. It is not actually a published competitive bid—— 

Mr. Twarowskr. No, no. 

Mr. Roosrvett. Where the lowest gets it, and everybody knows who 
the lowest guy is, and he automatically gets it? 

Mr. Twarowskr. No. I actually don’t know who the lowest man 
is unless I happen to be that fellow. Everyone, like the old saying 
is, every purchase—— 

Mr. Thccmaviaee: You just assume that you were. You wouldn’t 
know whether somebody was lower than you and he just didn’t get it. 

Mr. Twarowskti. No, no. I just take it for granted that I was the 
lowest, though, because I believe all these quotes have to be checked 
by the senior buyer before they go back to the buyer themselves. 

In most cases our bids are made at Douglas. We make a bid and 
drop it into a box, and before it goes back to the buyer to be bought 
from whoever the low bidder might be it is initialed by the senior buyer 
or the purchasing agent and he records those figures there, so that I 
don’t feel as though there is any funny thing—I mean funny business— 
being done as far as bids are concerned. 

When I look at a part and look at it too high, that is my fault. It’s 
nobody else’s fault. I don’t think anything like that exists. 

It might; but if they do, well, they are pretty clever boys. 

Mr. Steep. Mr. Biscailuz, do you have any questions? 

Mr. Biscatiuz. I have just one or two questions. 

How many employees do you have at the present time? 

Mr. Twarowskr. I have about 23 men in the shop, total personnel 
of about 30 altogether. 

Mr. Biscarivuz. How long have you been in operation ? 

Mr. Twarowsk1. About 15 years. 

Mr. Biscartuz. You started with how many employees? 

Mr. Twarowskxr. About three. 

Mr. Biscattuz. There is still room for expansion, is there ? 

Mr. Twarowskr. In my plant? 

Mr, Biscarzuz. Yes. 

Mr, Twarowsk1. Oh, yes; sure; sure. 

Mr. Biscarzvz. You feel, then, that you could take on quite a bit 
more business than you are now doing? 

Mr. Twarowskt. I could; yes. 

Like I say, I would like to bring myself up to about 40 people any- 
way, because at that level I am ready for a again, you 
which, by the way, is another bad factor in this thing that makes 
this fighting for naught at the end. | 
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Mr. Roosrvert. I think we will hear some more about that a little 
bit later. 


Mr. Twarowsg1. Yes. 

Mr. Roosrvert. However, in general, because I don’t want to pass 
over this too quickly—— 

Mr. Twarowsk1. Sure. 

Mr. Roosevett. The principle of renegotiation, in essence, you con- 
sider today to be harmful to you or helpful to you? 

Mr. Twarowski. Based on what it did to us, we will say in 1951, 
yes, it is real harmful. It is taking the initiative out of business, 
as far as I am concerned. F 

I mean, there is no use trying to get smart and building 2 holes for 
the price of 1 any more, or trying to be a little bit better than the guy 
down the street, because it doesn’t pay off. 

If you can make too much money, especially in my level, and the 
guy down the street is not quite as sharp as you are or doesn’t give a 
darn about the thing and winds up, say, with a smaller profit, he gets 
to keep all of it and you don’t come home with anything at the end. 
You see what I mean? 


The harder you work to get into that figure, the harder you get 
beat down in the end. 


No; as far as I am concerned, to put it real simply, it is just taking 
the initiative out of the business. 

er, Sreep. You are saying, then, that renegotiation rewards sloppy 
wor 

Mr. Twarowskr. No, no, no. It rewards the attitude that “I just 
don’t give a damn.” 

In other words, why should I go out here and work too hard and 
try to devise certain means of tooling and that sort of thing, after 
I get this figure and try to produce under that figure a certain way, 
ot should I do it? : 

Mr. Srrep. It doesn’t let the man with the better mousetrap pay off ? 

Mr. Twarowsk1. What is that? 

Mr. Steep. It doesn’t let the man with the better mousetrap pay off ? 

Mr, Twarowsk1. That is it. You made a good statement there. 

Mr. Biscaruz. I have no further questions. 

Mr. Roosevetr. I have just one more question, Mr. Chairman. 

From a point of view of the tax structure on small business, do you 


consider that you get a fair break on the tax structure? Are you a 
corporation ? 


Mr. Twarowsk1. No, no, no. 

Mr. Roosrvetr. You are an individual? 

Mr. 'Twarowsk1. Yes. 

Mr. Roosrvetr. Do you consider that you are able to save enough 
under the present tax structure to give you the ability to conserve 
capital for possible expansion ? 

fr. Twarowski. You see—no, we haven’t. That is our big objection 
now, is that this money was taken away from us in renegotiation and 
in some taxes. 

Now, taxes are good. They are necessary. That is what brings the 
stuff back out in the field. I mean, it is a necessary evil, and we have 
to have it. But the money that was taken away from me in renegotia- 
tion actually right now is handicapping me from going back out and 
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buying some equipment that would make me a vendor. both for Doug- 
las and for North American at the present time, because I know they 
need certain facilities that they—well, that they have quite a few of 
but probably are loaded and need additional facilities and it would 
make me more competitive to my neighbors if I had certain types of 
equipment that is now needed in the field, but when ee got 
through with us here about 6 or 8 months ago, it destroyed that oppor- 
tunity for us to go out and buy this equipment. 

Now, I mean, the money was going to be spent back into the business 
either by carrying a workload of labor dollars or material dollars or 
expansion or new equipment. That was what it was going to event- 
a wind up in. It was going to wind up back there in that plant, 
so I could in turn employ more people and make a greater livelihood 
for some people, but by God, that opportunity was taken away from us. 

Mr. Steep. How did you make the money you were renegotiated on ? 
You did that through competitive bidding ? 

Mr. Twarowskxt. Darn right. I think at that time that, if I am not 
mistaken, I could be wrong, that I think that the selling rate at that 
time that money was made was about $5.50 to $6.00 an hour, which was 
sale time to the majors, and I believe that through the audit now that 
our selling time through renegotiation of a period that renegotiated 
was something like $4.58 an hour or in that neighborhood, so that 
I was way down there as far as—now, if I was making $10 an hour 
and the going rate was $6 an hour, it would be a different story, but I 
think we actually produced a dollar under that going rate at that 
time when that money was made, so we thought we made it quite 
fairly. 

Mr. Rooseveit. Would you be in favor of some kind of legislation 
which would enable you, when you get back to the level of regnegotia- 
tion, if you could show that this money was being used for an invest- 
ment in machinery and so forth in the national effort, that you should 
be allowed to at least keep a portion of it for direct investment in the 
business ? 


Mr. Twarowskt. Yes. I don’t care how we can keep it. Even if 


they kept it for me and I can draw from it; you know what I mean. 

Mr. Roosrvett. In other words, if the prime contractor has avail- 
able to him the facilities which have—— 

Mr. Twarowski. Yes. 

Mr. Roosreverr. Been made available to him, my question is: Is there 
not a place for small business to have something of a similar nature 
which perhaps one answer would be to keep some of the dollars 
taken away by renegotiation ? 

Mr. Twarowskr. Yes, sure. There is another question we have to 
ask ourselves: Does the Government consider Double T Products, its 
sublevel, great enough to draw this equipment for this national de- 
fense where Douglas now, or North American or Lockheed or anyone 
else, is a major prime, and therefore it is necessary that that company 
draw this equipment into their facilities, you see, to produce this 
certain type of airplane, where here is Double T sitting way out in the 
tules. Is it necessary that they get that equipment? Ma we could 


bypass them and go to the other side of town and get the same work 
done, so that might make it a little hard for me to draw that equip- 
ment. 


cme 
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Mr. Roosrveur. But if the money was left for you to draw directly 
for that purpose, then—— 

Mr. Twarowsxt. That is right. 

Mr. Roosrvert. They wouldn’t have to make that decision; it would 
be entirely up to me? 

Mr. Twarowski. No, I could do that entirely myself. 

Mr. Roosrveur. The Nation would be benefiting because there would 
be another plant available with top machinery able to do a job in the 
subeontracting field ? 

Mr. Twarowskxt. Right; right. : 

Mr. Strep. What happens to you if you take a job and you don’t 
make any money and instead you lose money on it? 

Mr. Twarowskt. I have got a lot of those, too. That is experience 
just like, it’s like going to school and learning, you know. 

Bidding is almost like going to the horse races, to my estimation. It 
_ aibietly a guess; I mean, it is “Are you going to win or are you going 

ose ¢ 

Mr. Sreep. You are saying, then, that if your judgment is bad, you 
pick up the tab on it? 

Mr. Twarowskt. I pick up the tab. 

Mr. Streep. And if your judgment is good, we renegotiate you out 
of the profits? 

Mr. Twarowskt. That is it. In other words, I don’t think I have 
ever gone back and ever squawked about any loss, and I do have my 
losses, but I have had to be big enough to take the beatings. 

Like you say, I mean, if you are lucky enough on the other side of the 
picture to make it, then, by God, they come back and try to penalize 
you on that once in a while, but we have a lot of jobs where we will bid 
them in at $2.25 or something like that. We are awfully lucky if we 
can make it for $3.50 sometimes. 

Mr. Roosevett. Mr. Chairman, may I have the last question, and 
this will be the last one? 

Mr. Twarowskx1. Go ahead. 

Mr. Sreep. Yes. 

Mr. Roosrveur. If a prime contractor finds that he is overloaded or 
behind schedule or any of the other things that you mentioned, and 
the work is farmed out, have you any idea as to the relative costs be- 
tween the work that is farmed out and the cost if it is done in the 
prime contractor’s shop ? 

Mr. Twarowskt. Yes. I would say that probably it would be—let’s 
say that—let’s use a figure on the outside that you can buy the work 
on the outside at $6 an hous. T think the cost in a major prime would 
be at Jeast $10 an hour. 

Is that what you mean? 

Mr. Roosevert. In other words, it would cost, in your estimation, 
half again as much—— 

Mr. Twarowsktr. Oh, sure. 

Mr. Roosevetr. Or more to do it in the prime contractor’s shop—— 

Mr. Twarowsxt. Right. 

Mr. Roosevett.. Than it does in the other shop ? 

Mr. Twarowskxr. No. I believe that, aon time they buy something 
on the outside, they are making, whatever they are working on, 6 or 2 
percent, or 10 percent. No, sir; I believe they make money every time 
they buy on the outside. 
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Mr. Streep. Aren’t they subject to renegotiation, too? 
Mr. Twarowsk1. Oh, yes. | 
Mr. Sreep. If, by using your facilities, they reduce the cost of the 


og 
end product and widen their profit, they are subject, then, to having 
that taken away from them? 


Mr. Twarowsk1. Right. 

Mr. Sreep. So then their incentive to build efficiency and reduce 
cost is pretty well curtailed by renegotiation ? 

Mr. Twarowskr. Yes. I mean, they get hurt, too. I believe on 
their own level they get hurt, except.their volume is so much greater 
than mine. You see what I mean ? 

Mr. Roosrvett. I don’t think I made my point clear. 

Suppose that they are doing welding in a different plant of their 
own of a prime contractor. Per unit that they do, how does that com- 
pare with the cost to the taxpayer or the cost to the Government of 
the United States if it were done on the outside instead of being done 
on the inside? 

Mr. Twarowskt. I would still say about maybe half a time again 
as much cost on the inside as it would on the outside. 

Mr. Roosevett. Why does it cost so much more on the inside? 

Mr. Twarowsxt. Because it is a greater plant to maintain. 

Mr. Roosrvett. They have more overhead, you mean? 

Mr. Twarowskr. More overhead, more office help. I forget—at 
one time I knew what their office help was in relation to productive 
and nonproductive. 

Mr. Roosevett. In spite of the fact that they get these additional 
aids and assistance from the Government by being able to lease the 
machinery and so forth 

Mr. Twarowskt. Yes. 

Mr. Roosevett. It still costs more? 

Mr. Twarowsx1. Oh, yes. There is a lot of paperwork in building 
an airplane. Of course, at their level they have a lot of it. There is 
quite a bit of paperwork at the major prime level. 

Mr. Roosevetr. In your opinion, the cost to the Carpets which is 
the Government in this case, is greater the more that they do in their 
shop, which could be done on the outside ? 

Mr. Twarowski. Yes, yes. That is right. I always believed that a 
major prime ought to be pe a good assembly house. You know what 
Imean? They should take care of the assembly. 

Mr. Roosevert. I thnk I know what you mean. 

Mr. Twarowsk1. In other words, build it all on the outside and 
put it together on the inside, pretty much like they do the Ford auto- 
mobile, I guess. I mean, like buy — tires here, your spark plugs 
there, and your frame over here, and let’s put it together here because 
they do have that great area, that tremendous facility there, to 
work large things in together, you see. 

Mr. Roosevett. That is all, Mr. Chairman. 

Mr. Sreep. Sir, we thank you very much for your courtesy in 
coming here and pei ape en problem with the committee. 

Our next witness will be Mr. Marschalk. 
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TESTIMONY OF JOHN MARSCHALK, EXECUTIVE DIRECTOR, SMALL 
DEFENSE INDUSTRIES ASSOCIATION, LOS ANGELES, CALIF. 


Mr. Marscuark. Thank you, Mr. Steed. My name is John Mar- 
schalk. I have a prepared statement, if I may read it, and I would 
also like to add some material] at the end of it that is not a prepared 
statement, if I may. 

I am the executive director of the Small Defense Industries Asso- 
ciation, a nonprofit trade association comprised of small firms en- 
gaged in the design, processing, and production of materials and 
equipment used in national defense. 

Mr. Steep. Now;sir, what is the address of your headquarters here? 

Mr. Marscwak. Our headquarters are at 3780 West Sixth Street, 
Los Angeles. 

In presenting this statement, it is my aim to set out the major prob- 
lems of small defense industries and to reflect the views of the majority 
of our association membership with regard to these problems. 

Our objective has been stated in an official SDIA publication as 
follows: 

To bring about improved practices of defense procurement which will strengthen 
the privately financed and qualified small defense industry through America * * * 
and assure to the Nation the availability of the industry’s accumulated skills, 
experience, and facilities in time of national emergency. 

Mr. Srrep. Mr. Marschalk, may I interrupt there? I believe Mr. 
Roosevelt has a question. 

Mr. MarscHank. Yes. 

ain Roosrtvett. How many members do you have in your associa- 
tion ? 

Mr. Marscuatk. About 90 at the present time, I believe. 

Mr. Roosevett. What would you say roughly were the number of 
small businesses in the area ? 

Mr. Marscuark. In the defense field, we estimate that there are 
about 2,000 who are in the southern California area and who either 
specialize or do defense work in terms of components, something that 
goes into a weapon or the like. 

I am excluding from that the suppliers of the soap and paper clips 
and so on, who also serve the larger firms. 

me Roosevetr. Are there other small-business associations in the 
area 

Mr. Marscnark. Not specifically, other than local chambers of com- 
merce or the National Federation of Independent Business, which has 
a representative here, I believe. Otherwise, there are none that I know 
of, and none in the defense field whatsoever. There was one other 
association which discontinued last year. 

Mr. Roosrvett.. Thank you: 

Mr. Marscuatx. May cs on? 

Mr. Sreep. You may proceed. 

Mr. MarscuauK. To achieve their objective, our members agreed on 
certain policy approaches which bear upon the information I wish to 
present to this committee : 


» First, SDIA members seek no subsidies or other preferential treatment. We 
believe in a free competitive system with equal opportunity for all firms to pros- 
per solely on the basis of their efficiency, quality and lower net cost. 


Second, SDIA will assist, where possible, in the development of constructive 
legislation. 
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The first of these policy points seems most important. We seek no 
subsidies and no preferential treatment. The thought that certain 
business should be allotted to small firms merely because they are 
small, is repugnant to most of us. We believe most small business 
has unusual skills and that with equal opportunity, it can put more 
of these skills to work in behalf of the Nation’s defense. 

Is it important to have small firms in the defense picture? 

We believe it is essential. We are certain our bigger brothers in 
the major primes will testify that small firm ingenuity has many times 
broken bottlenecks and solved critical problems on vital occasions. In 
fact, in World War II, small firms accounted for a full third of total 
war-winning production. 

It can be said with truth that small firms have to be ingenious to 
survive. Few small firms in the defense effort enjoy the luxury of 
Government-furnished plants or Government-furnished equipment. 
Nor can they count on contracts which extend months or years into 
the future. Without the benefit of 20- or 30- or 50-year accumulations 
of capital, small firms must pay the same tax rates as the larger com- 
panies and thus are denied the chance to retain earnings to provide for 
expansion. Lastly, under redetermination, renegotiation, reinvesti- 
gation and so on, they share with the larger defense producers the 
many uncertainties which are part and parcel of being in defense 
work. 

The three problem areas at which I have just hinted represent the 
main points with which we feel your committee may have the greatest 
interest. I mean: Renegotiation; taxes; and competition with Gov- 
ernment-furnished facilities. All three of these problems can be 
solved through legislation and only through legislation, to the best 
of our belief. . 

Renegotiation hits small firms in three ways: 

The first effect of renegotiation is perhaps the least damaging. In 
saying that it is the least damaging, I mean only that it involves fewer 
firms. A manager of a small firm subject to direct renegotiation 
would not be able to express much choice between the injuries of the 
direct effects and the harm done by the indirect effects. It is too much 
like asking him his preference for a method of execution—whether 
he prefers hanging or being starved to death. 

The significant thing is that renegotiation of small firm profits ac- 
complishes nothing toward its supposed purpose—protection of the 
public purse. Every member of this association could present evi- 
dence to show that not a dollar’s worth of his business has been ob- 
tained except under conditions of extreme competition. The theory 
that there could be any exorbitant profits under such circumstance 
borders the ludicrous. 

What does happen, however, is that efficiency is penalized. Having 
underbid his competitors, the small firm which exercises unusual inge- 
nuity, so that something more than the predetermined allowable profit 
percentage has resulted, is now called upon to pay back to his Gov- 
ernment the fruits of his economies. 

We feel the indirect effects of renegotiation are more serious because 
they hurt everyone. The most damage is done by the discouraging 
effect renegotiation has on subcontracting. This stems from the basic 
approach of renegotiation which assumes that no more than a guessti- 
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mated “fair” percentage of the’net sales price should be allowed to be 
retained as profit. Since every sales price is made up of just two fac- 
tors, profit and cost, the most certain way of a company to build up 
allowable profit is to build up allowable cost. 

One cost that is never subject to question is direct labor. By con- 
trast, the Renegotiation Board, as demonstrated in the recently pub- 
licized Boeing case, has felt that a much lower profit should be al- 
lowed if a high portion of total costs is represented by subcontracting. 

Here we are faced with the paradox of the Defense Department con- 
ducting an all-out program to encourage subcontracting with small 
business—and renegotiation operating to discourage it. We have seen - 
much evidence of constructive effort on the part of many large firms 
to increase their levels of purchase from smaller firms—but we are 
aware that every move in this direction puts the necks of these com- 
panies further out where renegotiation can chop them off. 

The third hurtful effect of renegotiation could be described as de- 
struction of subcontract opportunities. I am sorry that, admittedly, 
we have no specific case histories to offer the committee. We must 
present this point as simple logic. Knowing that renegotiation tends 
to discourage subcontracting, it must also have the parallel tendency 
to encourage the acquisition of facilities and equipment to do work 
which would otherwise be subcontracted. Whenever this happens, an- 
other piece of opportunity is cut away from the small firm potential. 

Should prime contractors be criticized for such action ? 

We think not. No business management could possibly justify itself 
to its stockholders if it failed to take reasonable steps to protect its 
own economic health. Rather, it seems to us that high praise should 
go to many managers of large firms for the steps they have taken in 
behalf of small business—in spite of the reverse incentives with which 
they are confronted. 

The evil, we feel, lies within the concept of the basic law. In the 
Renegotiation Act is no recognition of a fundamental premise of 
economics: That any restriction on the incentive to earn (to make a 

rofit) is automatically a restriction on the incentive to reduce costs. 
Thus, the savings to be achieved through economical subcontracting— 
attractive to any normal business—cease to have any real meaning in 
defense procurement. And the net result is a higher total cost. To 
quote from one of our recent bulletins: 

Renegotiation continues to bite’at the tail of profit, but:the dog of costs grows 
larger every year. 

Our association recommends that the Renegotiation Act be termi- 
nated at the earliest possible date. Ifthe act is not terminated, we feel 
it should be amended in four specific ways: 

(1) The Renegotiation Board should be instructed to give fa- 
vorable recognition to programs of subcontracting to small and 
independent business, and firms engaging in such programs 
should be given incentive rewards through proportionately higher 
profit allowances on such subcontracted business ; 

(2) The minimum amount subject to renegotiation should be 
ry from the present level of $500,000 to a new level of $1 
million; 

(3) Contracts or subcontracts, which by their terms are sub- 
ject to price revision or redetermination, should be excluded from 
renegotiation ; and 
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(4) Contracts which have been awarded as a result of competi- 
tive bidding should be excluded. 

Amendments to accomplish these four purposes have recently been 
introduced in H. R. 10859 offered by the Honorable William Hill of 
Colorado and in four companion bills presented by the other minority 
members of the House Small Business Committee. We are deeply 
hopeful that these bills will receive full bipartisan support. 

n the subject of competition from Government-owned facilities— 
and again parenthetically I would like to say that we feel this is our 
very greatest immediate concern—since early in World War II it 
has been necessary for the Government to construct and furnish cer- 
tain specialized facilities for use in defense production. The uncer- 
tainties of demand for complicated weapons, we recognize, are such 
that it has not always been possible to attract private imvestment 
in facilities of this kind. 

For the company that anticipates getting some of these “free” Gov- 
ernment facilities, there seems to be a lure as attractive as sparkling 
champagne. The only thing is that today we are beginning to feel the 
effects of the hangover that follows—and our headache will get worse 
before it gets better. It has been reported that 25 to 35 percent. of 
all productive facilities in the country are now Government owned. 
More than half of major aircraft facilities are Government baoperty. 

Many of our members feel the program poses the greatest single 
threat to our free-enterprise system. Sooner or later, as Government 
ownership expands, the socialists will contend there is no need for 
private management. I hope some of my large-company friends are 
listening in on this. Large companies as well as small face this 
danger. 

For many small firms this danger is no longer a threat; it is a very 
present reality. Let me illustrate by quoting figures on just one 
small segment of the Government facility installation program. In 
the fall of 1954 the Small Business Committee of the Senate inquired 
of the Air Force regarding that Department’s installation of plating 
facilities for various large manufacturers. It is significant that 
plating and metal finishing is one of the major fields in which many 
small firms specialize. At that time, the Air Force stated that it had 
furnished 1,595 items of equipment to 68 manufacturers of airplane 
parts throughout the continental United States and added that the 
total value of this equipment came to $6,697,000 and some odd hun- 
dred dollars—$6,097,442. 

In general, it was indicated that the advantages obtained through 
such installations included— 


better quality control— 
and I am quoting here— 


lower quality control costs, elimination of detail and paperwork, a saving In 
transportation costs, an elimination of shortages and delays, more flexible 
‘production schedules, avoidance of delays caused by strikes in subcontractor’s 
plant or by transportation strikes, a reduction of reworks, a reduction of admin- 
istrative overhead. 

The “justifications” I have cited were used with regard to examples 
of Government facilities being furnished to take over the work of 
private plating and metal-finishing companies. Yet there is nothing 
in these justifications which could not be used to argue against any 
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other kind of work now subcontracted. . No proof need be offered 
that these advantages will be gained. We are convinced that honest 
competitive evaluation would most: often show the supposed advan- 
tages are more fiction than fact. But this is beside the point. The 
point is in the continued assertion that small private enterprise is not 
as eflicient and effective as is large industry subsidized at taxpayer’s 
expense. 
fr. Roosrvetr. May I interrupt at that point? 

Mr. Marscwarx. Yes. j 

Mr. Roosevet. The previous witness testified that at least in one 
field it was more expensive. 

Mr. Marscua.k. He estimated, I think, that his cost was $6, and 
the major prime’s was $10—I have no data on that at all. 

Mr. Roosrvetr. Your association has done no work on it? 

Mr. Marscuatx. We have no way of evaluating or determining 
what the cost is at the primes. We do think we are more efficient, and 
the primes tell usso. But we don’t have any scale. 

Mr. Roosgveit. Do you know any organization that has, either the 
Government or anybody else, that has done any comparative 

Mr. Marscuatx. No; I don’t. 

Mr. Roosevett. Work on that? 

Mr. Marscuatk. No; I don’t know that any study has been made, 
and I think it would be very constructive if one were made. Then 
we would be all talking on facts and not guesstimating. 

Mr, Roosrveir. That is right, 

Mr. Marscuark. Actually, on this, if the principle is right in one 
instance, we must agree it should be right in all instances. The con- 
clusion of the logic is to say that we should turn over our entire 
defense production to a.few large firms operating Government 
facilities. 

We feel sure this committee does not want such a thing to happen. 
Obviously small business doesn’t: want it to happen, and we believe the 
larger firms don’t want it either. Yet it is happening, by degrees, and 
there is little sign of a stoppage in the trend. 

When we ask why, we again come to underlying forces which are 
at work. The major one, we feel sure, is the impact of the Renegotia- 
tion Act to which I have already referred. The more facilities a 
company has, the higher is. its direct labor; (The more direct labor 
aneer renegotiation, the more will be the final amount of allowable 

rofit. 

. Another factor here is confusion. Grant that some facilities are 
so specialized, so complex, and so expensive that private capital will 
not risk an investment. On the opposite side is a facility that simply 
duplicates what private capital has already provided. We applaud 
the first type of facility ; we condemn the other. But in between is a 
vast gray area, and there are no means of measurement to divide good 
from bad. 

Suppose a new missile manufacturing facility is to be erected, 
Some of the machines will be common-purpose lathes, identical to 
hundreds of others in.private hands.in the same area. Yet a special 
test chamber required in this project. will be unique, We feel it 
would be foolish to:condemn the construction of the test chamber; 
a we know that every one of the common-purpose machines will 

-used without the check and balance of a competitive bid to deter- 
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miné whether a privately owned facility could do the work more 
efficiently. 

It seems obvious to us that this complex problem of competition 
from Government facilities can never be solved on a case-to-case 
basis. Seventeen Solomons would be needed to judge the reasonable- 
ness of need for any proposed facility. Knowing this, we tried to 
think of some constructive basic solution. 

Our conclusion is, that (a@) same Government-owned facilities 
are necessary, and therefore (6) the operators of such facilities should 
be put on a equal economic footing with the operators of privately 
financed facilities. 

May I interrupt myself here. Early in the preceding witness’ 
testimony he referred to facilities rented by the large companies. I 
think this points to the fact that very few are rented in terms of these 
major firms. 

There are three different ways in which private firms now operate 
Government-owned facilities: One, the facilities are provided without 
charge, and that is typical for the majority of large installations; two, 
certain equipment is rented at a rate of 1 percent of initial cost value 
per month; three, a similar rental program carries a rate of 2 percent 
a month. The big difference between the two rental programs is 
that the rate of 1 percent per month is slightly under what it costs 
the average firm to buy and amortize its own equipment; the rate 
of 2 percent is usually more than the cost of private ownership. Not 
many companies, unless their capital or credit is in pretty bad shape, 
are very much interested in the 2-percent deal. Incidentally, 2 per- 
cent is the current going rental rate for new contracts, and 1 percent 
applies on old. 

What we would like your committee to consider is the question: 
Why should there be any difference? Why should one company have 
to pay 2 percent to rent a Government-owned machine while another 
company can get the same machine without cost? Why should not all 
Government facilities be placed on an honest rental basis at costs 
comparable to the cost of private ownership? ‘What qualities of 
virtue are required to permit one company a better break than another 
at the ae of a Government which is supposed to give equal bless- 
ing to all? 

ay I emphasize that it is not the thought of our organization to 
offer a eecitic solution to this serious problem at this time. We know 
it is a very complex problem. We know that certain of the military 
services oppose the facility rental solution on the theory that they 
will have to pay more to buy the products produced on the rented 
facilities. We do not believe this thinking is valid. We feel it over- 
looks the economies to be achieved by reintroducing the most impor- 
tant element—equal competition. Faual compétitive opportunity is 
all that we ask. 

Mr. Roosevett. Mr. Chairman, could I ask a question on that point, 
ot would you rather that we waited until he finishes? 

Mr. Sreep. No; fo ahead. 

_Mr. Roosevert. Today who decides what Government-owned facili- 


ties are necessary? In other words, you point out that you feel that 
your conclusion is that some Government-owned facilities are neces- 
saty! Now, today who makes that determination? — 
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Mr. Marscuaxk. I can give you my understanding of it without 
precise details. 

Each time a contract is up for consideration on some major new 
weapon, let us say, an F-115—I don’t think such exists, so I am safe 
in the numbers—the contract proposal contains in the accompanying 
papers the question: What aldiionel facilities, if any, will be re- 
quired to produce under this contract ? 

It is customary to negotiate a facilities contract part and parcel 
at the time that the prime contract for the new weapon is negotiated 
at this time. 

Now, at this time a justification is presented to the military service 
involved for the facilities. This is usually a round-number justifica- 
tion, such as, “We will need so much more space and general equip- 
ment,” and the details, some of the equipment, but as a rule it is a 
gross number at the initial thing. 

“We will need $4 million more of facilities,” or what have you. 

If the weapon is important enough and the contracting officer and 
the prime and others testify that those facilities are essential, in- 
variably they are rented. Now, this is approximately the procedure, 
as I understand it. 

Mr. Roosrvett. Now, what is the justification, at least the philo- 
sophic justification, for the company not being required to do that out 
of their own capital ? 

Mr. Marscuatk. I think there is some very reasonable jusification 
that comes from past experience. Contracts have been made for highly 
specialized weapons, and new technological developments have shown 
that these weapons will never be used in volume. 

Now, if it were necessary for a company to develop and produce 
that very specialized facility for this weapon that wasn’t going to 
have a contract for more than a month, in case it got terminated they 
could never afford that. It would be impossible to attract any private 
capital to it. 

r. Roosrvett. In other words, then, the determination should be 
primaxaly on the basis of whether this had a longevity use or volume 
use ? 

Mr. Marscua.k. Well, this you can’t quite guess, but one of the 
hitches is that the unique equipment is all wrapped in with the non- 
unique equipment. For example, a major firm up until recently was 
supplied with desks and typewriters as part of facilities contract. 
In fact, one of them complained that they were having trouble get- 
ting typewriters delivered from the General Services Administration. 

Mr. Roosrvett. On the face of that, that is obviously ridiculous. 

Mr. Marscuatx. It would seem ridiculous inasmuch as no small 
company would ever get a free typewriter from the Government under 
ari remenianeen. 

r. Roosnveitr. So it becomes a question of judgment ? 

Mr. Marscuarx. It is a matter of judgment, and in these areas it 
is very difficult to do anything more than to trace down and say, “Well, 
your judgment 6 months ago was wrong.” 

This is a bad way. That is why we feel that a flat-level basis is 
recommended. If you are going to get a facility, you pay rent for it. 

Mr. Roosrvert. Would it be a fair question then to the agency, in 
this instance the Government, that makes that determination to in- 
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quire from them as to the standards by which they arrived at the neces- 
sity of Government furnishing the equipment ? 

Would you consider that a fair question ? 

Mr. MarscHatxk. I would say that it would be a fair question. I 
think we have gone in and those questions have been asked, as a matter 
of fact, and I just read you a whole list of the justifications for one 
such group of facilities, because those are the standards. 

The contention is that it is cheaper or something else. 

Mr. Roosevett. You thoroughly disagree with the standards that 
have been set ? 

Mr. MarscHaxk. In most instances, I am sorry to say that I do, 
I think it is pretty loose. 

My last topic here is the subject of taxes. 

This problem, taxation, is one which we share in common with all 
small business. 

Permit me to cite just a very few facts. 

In 1946 the top 5 percent of United States corporations—accordin 
to United States Treasury reports—accounted for 75 percent of al 
corporate earnings. By 1951 this percentage had risen to 89 percent. 
Preliminary estimates for years since 1952 indicate that the big-com- 
pany share is now continuing at about 90 percent. 

Mr. Roosrvert. Is that gross or net ? 

Mr. Marscuatk. This is the gross profits before taxes of the 5 per- 
cent of the largest earning companies with the largest earnings. 

Now, it is 90 percent of all the corporate profits, and last year, 1955, 
saw the earnings of just four companies, General Motors, A. T. & T. 
Ford, and Standard Oil of New Jersey, reach a combined total of 
$5.4 billion before taxes. In the same year the estimated earnings of 
95 percent of all other corporations put together amounted to only 
$5.2 billion. (The 95 percent to which I 4oler represent all the com- 
panies in the country with earnings up to $100,000.) 

It seems evident that we are rapidly approaching an economy in 
which we shall have just a few very large corporations and almost no 
small ones. 

It may seem odd, but we do not resent the large companies being 
large. As managers of small business, we all hope that some day we 
may be able to grow and be large ourselves. 

Under present tax rates, this can never happen. In the eyes of the 
tax law, all corporations are thought of as “big business.” Over 
$25,000 per year, the tax rate on the smallest firm 1s the same as it is 
upon General Motors. 

We feel quite sure that General Motors itself would never have been 
able to grow big if the beginnings of its corporate life had been bound 
around by present tax rates. 

We know the committee is already in general agreement with this 
feeling of ours. The main question has been how to solve the problem. 
In pleading that an early solution be found, we would like to com- 
mend the proposal made by your esteemed colleague on this subcom- 
mittee, Hon. Horace Seely-Brown. His measure, H. R. 9851, offers 
a graduated tax scale which gives maximum benefit to the smallest 
concerns—where it is needed most—and imposes only a modest increase 
on the 1 percent of all corporations whose earnings exceed $700,000. 
per year. 
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We believe this omission of punitive rates on corporations of large 
size is highly important. We are firmly convinced that it is not possi- 
ble to benefit our segment of business—the small firms engaged in 
defense work—by any proposal which would penalize or injure some 
other segment of business. We are most hopeful that Mr. Seely- 
Brown’s proposal will receive bipartisan support. 

Finally, may I take this closing opportunity to pass along a couple 
of well-deserved compliments. We particularly want to give praise to 
the operation of the local office of the Small Business Administration.- 
In every instance where we have sought information or guidance, the 
men on this staff have been instant in response. Knowing how easy it 
is to criticize, we felt this word of gratitude would belong properly on 
the record of this hearing. 

Also, we should like to compliment the men of major industry who 
have directed so much of their effort toward solution of everyday busi- 
ness problems which arise in their interchanges with their suppliers. 
We feel it is not too much to say that if the Congress will correct the 
basic problems—renegotiation, Government-facilities competition, and 
taxes—the rest of all our difficulties can be worked out happily through 
cooperative efforts of large business and small. 

ay I thank the committee for its kindness in giving our associa- 
tion an opportunity to be heard at this time. 

That finishes my prepared statement, but I would like to add this 
little extra item that came up this morning. 

You referred to the lack of a uniform reporting system on subcon- 
tracting. A form has been proposed and was in the Bureau of the 
Budget about a month ago and we raised strong objection to it. We 
objected because it lumped all small-business purchases into one figure 
and did not divide between: that which has military importance and 
that which is the purchase of soap or paper clips, aluminum or what 
have you in the general-supply category. 

The reason for mentioning this for objecting to it now is that 
it is quite possible if a large company were so minded to confuse what 
is happening by a lump-figure report, it could, for example, terminate 
a major subcontract for a component of an airplane and substitute 
therefore a $100,000 order for soap bought through a distributor of 
Procter & Gamble. 

Now, that distributor would be less than 500 employees and he 
would be small business, and the net total figure would look the same. 

I don’t think anybody intends to do this, but somebody might as 
long as it is possible, so our recommendation has been merely that, 
there be two lines on the form to cover small-business purchases; one, 
subcontracting as defined, and then we have supplied the definition, 
and the other, all other purchases. 

That is all. I wanted to get it on the record because we feel this 
is very important to prevent any subterfuge where somebody might 
be inclined to perform. 

Mr. Roosevetr. Well, let’s put it this way: It might not even be 
subterfuge. It might happen. 

Mr. Marscuatx. It mathe an accident. 

Mr. Roosevert. I think the hearing will show that it has happened 
a little later on, but that recommendation of yours has been, you say, 
to the Department of Defense or to whom ? 
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Mr. Marscuarx. It was made initially to the Department of De- 
fense along with a number of other recommendations. 

Incidentally, the Department of Defense followed all the other 
recommendations we made in simplifying the report, but this one 
they didn’t go along with. They submitted the form to the Bureau 
of the Budget. 

Qn May 10 the Advisory Council on Government Reports con- 
sidered it, and I don’t know the outcome of that consideration, It 
has to have their approval before the Bureau of the Budget accepts it. 
That is where it stands at the moment. 

Mr. Sreep. In view of your comment on page 5 of your statement, 
1 feel that as the chairman of this subcommittee, I ought to make a 
very brief statement here. 

Up to now, the Subcommittee No. 4, of which I am chairman, and 
Subcommittee No. 5, of which Mr. Roosevelt is chairman, has had 
the good fortune to deal in all of its problems in a completely biparti- 
san way, and so far, all of our reports have been by unanimous 
agreement. 

We regret that such is not true for some of the other subcommittees 
of our committee. 

Now, you say here that you approve of H. R. 10859, and a bill on 
which all the minority members of our committee agreed, and that 
you hope for bipartisan support, and I bring all this up because I 
think in fairness to us that it should be stated here that we weren’t 
given an opportunity to participate in the joint introduction of that 
legislation, so the fault is not on the side of the majority of the com- 
mittee. 

Mr. Marscuark. Mr. Steed, could I ask—I am out of place asking 
you a question here, I presume. 

Mr. Streep. I just wanted to make sure. 

Mr. Marscnax. I want to clear up an understanding of what you 
say on opportunity. 

These recommendations were contained in a bulletin of our associa- 
tion which was sent out in March and sent equally to all majority and 
minority members of the committee. 

I just want to make clear that the SDIA itself was not going one 
way or the other. 

Mr. Streep. In common practice we have always tried to, when we 
got a draft of something that we thought the committee should urge, 
give all an opportunity who felt free to do so to go along with it. I 
do not question the right of the minority members to do what the 
have done, but their action was taken without any consultation wit 
the majority members, so the fact that the thing came out the way it 
did doesn’t indicate that the majority members don’t have an equal 
interest in these things. 

I thought that for the clarification of the record that should be 
mentioned. 

Mr. Roosevetr. Mr. Chairman, I fully support you on that and I 
would like to add that the principles would have been more quickly 
enacted into law if the members of the committee had consulted with 
the other members so that whatever might be objectionable in H. R. 
10859 might have been eliminated prior to its introduction. 


= > erasers 





AIRCRAFT INDUSTRY 27 


The fact that it has now been introduced and the fact that it has 
now been made a partisan matter makes it more difficult to achieve 
final constructive results. 

I sincerely urge and back my chairman completely in saying that 
if small business really wants constructive legislation, they should 
make every effort to get both sides to bring it out as a nonpartisan and 
cooperative venture rather than having simply one side put it forward 
and let it get into partisan politics. 

I am not criticizing you. I realize you had nothing to do with it, 
but the fact that you mentioned it in your testimony in that manner, 
1 think, makes it fair to point out to you that if you are interested in 
constructive legislation as your point 2 of your aims states, it is 
necessary that you make every effort to see that legislation should be 
introduced in a bipartisan manner. 

Mr. Marscuaix. As a matter of fact, Mr. Congressman, I think 
you and I had a little discussion in Washington. We mentioned the 
same thing. 

Mr. Roosevexr. I think I said it at that time, too. 

Mr. Marscuark. Whether you got together with the Republicans, 
I can’t tell. 

Mr. Streep. Now I would like to ask a question on page 5 of your 
item No. 3. Would you discuss that a little more in detail. 

Mr. MarscHauk. Iam sorry. Page 5? 

Mr. Streep. Yes. 

Mr. Marscratx. Item 3 on the recommendations, is that correct ? 

Mr. Sree. Yes. 

Mr. Marscuark. Many contracts and subcontracts have clauses— 
let’s start with prime contracts first, which call for the price to be 
redetermined after there is sufficient production experience to know 
what a sale price should be. 

Let’s say it is a brandnew article. The Government has to have it, 
but it has never been produced in volume. 

There the prime and Government guesstimate the price, but they 
agree after 160 or 1,000 or some other number of units produced, they 
will get together, reexamine all the cost and then fix their price. 

This, thus, becomes almost a process of renegotiation in itself. It 
is sure that the price is set at a fair profit level. The same type of 
clause is contained in subcontracts on similar items for subcontracting. 

Mr, Sreep. You feel, then, that once that is done, the purposes that 
you would seek to gain by renegotiation were automatically achieved 
and under the redetermination ? 

Mr. Marscuatk. Yes. Asa matter of fact, many of these contracts 
provide for 2 or 3 redeterminations in the process of their operations. 

Mr. Sreep. But the contractor then should be spared the double 
penalty and double harassment of both redetermination and renego- 
tiation ? 

Mr. Marscuarx. Yes, sir, 

Mr. Streep. We have had some testimony from other witnesses in 
Washington which showed very conclusively the point you make here 
that where, fixed prices could be arrived at, that the producers did a 
much better job and the end result was that the Government received 
its products in the long run at a lower price, and I personally feel 
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that this renegotiation thing is something that is crying out for some 
correction. 

Mr. Marscuauk. May I mention one little incident, Mr. Steed? 

Mr. Sreep. Yes. 

Mr. Marscrarx. A local firm here—I am sorry that the name is 
not on the tip of my tongue—made an item identical te one that I 
believe General Electric produced. Both were renegotiated. The 
price was the same. It was one of these two-source affairs. 

The local firm got chopped down about 10 percent; General Elec- 
tric about 5 by comparison. The net result is that this local firm is 
being forced to sell the same item to the Government at a lower cost 
for only one reason. It has been more efficient. 

This doesn’t make any sense. I could have cited the specific names 
and it wouldn’t have made a bit of difference, because the case, you 
can understand, would be universal. 

Mr. Streep. We had some prime contractors who have been before 
our committee and I think they made a good case for the fact that 
before they had a fixed price, they did a better job than when they 
had cost-plus arrangements. I think the aircraft industry has grown 
enough by now that we could have a larger field of that sort of ap- 
proach to the procurement problems, and some of these systems which 
we have been using that seem to me to give the Government, at best, 
only a temporary advantage, that the end result is that the Govern- 
ment is also the loser in the long run. 

Do you have any further questions, Mr. Roosevelt ? 

Mr. Roosevett. Mr. Chairman, following up that same line for a 
minute: 

Have you any opinion on the relative merits of the cost-plus system 
for the prime contractor in relation to its effect on subcontracting as 
against the fixed-cost system ? 

I will be honest with you. The committee has received testimony 
from one of the large aircraft engine manufacturing concerns that 
in their opinion the cost-plus system keeps them from subcontracting, 
whereas a fixed-cost system would encourage subcontracting. 

You didn’t mention that as part of your program. I would like to 
get your opinion on it. 

Mr. Marscuatx. I think this is right. Some years back I worked 
for one of the major primes in problems of this nature. My feelings 
are that if renegotiation were not present, if we first fo the bar- 
gaining of the best available price and then did not provide renegotia- 
tion to take the incentives away, that the prime is then in a position 
of seeking the lowest possible cost in order to make the most money, 
and he finds the lowest cost among his efficient subcontractors, but 
when he has no incentive—— 

Mr. Roosrvett. Wouldn’t he be doing the same thing under a fixed- 
cost price system ? 

Mr. Marscuatk. Under cost-plus fixed fee ? 

Mr. Roosrvetr. No; on a fixed-price system. 

Mr. Marscuax. Well, I say under fixed-price is where he has that 
‘incentive, but under cost-plus a fixed fee, then it is no real concern 
other than generalized concern that the contracting officer and the 
military must be satisfied that he is exercising due efficiency, but in 
terms of the dollars reward, that isn’t there under C. P. F. F. for his 
economies. 
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It may be there under so-called target-type contracts, which the 
Navy has used with some success, I understand, where the more 
he saves, then the more he is allowed to keep, but it is again taken away 
under renegotiation. 

Mr. Roosrveir. Again, on a cost-plus-fixed-fee basis, they may have 
and undoubtedly did have under emergency wartime conditions a 
solid justification, but under present conditions, would it not be 
worthwhile to reexamine to see whether that does not exist under less 
than emergency conditions ? : 

Mr. Marscuauk. Mr. Roosevelt, it may be, but my private feeling 
is that there is a—my recognition is that there is very much less 
C. P. F. E., cost plus fixed fee, today, and that it is primarily confined 
to the few types of procurement that are so specialized, so complex, 
that it is impossible to predetermine a fixed price or ever to get it at a 
fixed price. 

If you are only making one of these things, you never get the ex- 
perience by which you can determine the fixed price watil you are 
through making it, and there you must rely on the efficiency of that 
contractor, I don’t think that any of these people endeavor to waste 
money and neither do you. 

Mr. Roosrve.t. No, there is no thought of that. We are just argu- 
ing as to what is the best. 

Mr. Marscuatk. There is much less of it. There is very little 
under C. P. F. F., I understand, today. 

Mr. Roosgveur. Have you any figures to justify that? That isn’t 
my impression. 

Mr. Marscuak. I am sorry. I wish you would ask the gentle- 
men from the major primes what their ratios are, but I think you 
will find that it is quite low compared to a hundred percent during 
World War II, for example, when everything was under C. P. F. F. 

Mr. Steep. Do you think the interest of the taxpayer is better pro- 
tected through redetermination of unit cost than by renegotiation ? 

Mr. Marscuatk. Very much so; emphatically. When the burden 
of negotiation is on the buyer and that is his and nothing else, he is 
going to make very sure that he has good competitive cost to the best 
of his ability, but when he realizes renegotiation will come on next 

ear, the seller can make a persuasive argument for more money today, 
“asta after all, if you gave me too much, the Government will take 
it back in renegotiation, but once that is gone, then the buyer is in the 
driver’s seat and can say, “We want the best competitive businesslike 
proposition that there is possible,” and I feel that that is the drive 
that will keep prices lower. 

Mr. Streep. If redetermination of cost is maintained, then the so- 
called protection that we thought renegotiation would give the Gov- 
ernment would not be needed at all, would it? 

Mr. Marscuark. I think it is entirely superfluous. I think it is 
costing us money eyery year. That is only an opinion, but I have 
got lots of facts to spend another hour on it. 

Mr. Rooseveitt. Would you feel that we could save as much as 10 
percent on the overall effort at that rate? 

Mr. Marscuatxk. Inevitably more than that. 

Mr. Roosrvett. More than that? 

Mr. Marscuatk. Yes. 
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Mr. Rooseveir. It would be a pretty good way to balance the bud- 
get, wouldn’t it? 

Mr. Marscua.Kk. Indeed, it would be a darn big help. I would ‘be 
for it. 

Mr. Roosrverr. You made the statement on page 2 that in World 
War II small firms accounted for a full third of the total war-winning 
production. In some areas I believe it was even greater than that. 

What would you say the division was today or the percentage was 
today ? 

Mr. Marscuark. I haven’t any way of finding out. I haven’t the 
least idea what it is. There is no way of telling today, because sub- 
contracting is all mixed up. 

North American, for example, may be subcontracting to Convair, 
and Convair to North American, and this no longer means small 
business. There was much less of that back in World War II, and we 
did have statistics on that. 

Mr. Roosrvett. This reporting system that the Defense Depart- 
ment requires, would not that give you the figures? 

Mr. Marscuatk. That would, providing they make that distinction. 

Mr. Roosrveir. Provided the corrections are made ¢ 

Mr. Marscuak. Yes, sir. 

Mr. Roosrvett. On page 7, I think you very properly point out 
that there are a great many items, identical items, and hundreds of 
others, which can be done by private concerns. 

Is there any system that you know of today whereby a predetermina- 
tion is made by the Defense Department in handing a contract under 
the weapons-concept system, which would urge the prime contractor 
to make sure that this part of the contract goes to small business? 

Mr. Marscuatx. I don’t believe there is any system that would 
predetermine it. 

Mr. Roosevett. There is no notice to you—when I say “you,” I mean 
as a representative of small business—that— 

Today we have let $100 million of contracts, of which, in our analysis of the 
contracts, roughly 25 or 30 percent of it in these items should become available 
to small business— 

which by itself would be an alert to every small-business concern 
in the area that they had better get on the ball and find out about it? 

Mr. Marscuark. We have all the news on what contracts are let, 
and in fact, any one of the local firms, if it subscribes to any one of 
the major publications, as the contracts are let they are all reported, 
all the major ones, are reported, and the Government itself has a $7-a- 
year listing of all contract awards. You can get it daily. 

Mr. Roosrvetr. Is an analysis made of those contracts in order 
that you could determine which ones should be within the proper realm 
of small business to bid on ? 

Mr, Marscuark. No, sir; on this subject of percentage, our associa- 
tion stand has been that we feel it would be highly wrong if any 
prescribed percentage were set up, because we think that would louse 
us up. 

Mr. Roosrvexr. I thoroughly agree with you. Therefore, does not 
it become more important, rather than setting an arbitrary, figure, 
because the figure might go up to 50 percent in certain types of con- 
tracts? Is it not, therefore, even more important that a predetermina- 
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tion be made by the Defense Department and their small-business con- 
sultants that of this total contract, small business should be alerted 
that this is within the realm of their capability and that, therefore, 
they should get on the ball and get ready to make the bid? 

Mr. Marscuatx. I can’t support that thought, sir, and I don’t think 
our people in the association would. 

Mr. Rooseverr. Why ? 

Mr. Marscnatk. I think they would feel that you would then have 
another area of trying to outguess the prime contractor as to what, 
is efficient and what isn’t efficient and how he should conduct his opera- 
tion, and we think that that freedom to the prime contractor should be 
left with him, providing he has a basic incentive to save the money 
with small business, 

It isa problem of incentive and not somebody outguessing the prime 
as to how much should be subcontracted. We think there would be too 
much opportunity for bureaucracy being developed overall on the 
productive effort of the country. 1 know our people would oppose it. 

Mr. Roosrvetr. In other words, your general feeling is that the 
recommendations which you have made will force them to the same 
conclusion without any further assistance from the Federal Govern- 
ment ? 

Mr. Marscuaxk. I think our recommendation is to provide the in- 
centive so that they will want to come and buy from us. Once this 
happens, we have got no worries, because we have got the ability to 
produce. 

Mr. Roosevetr. That is all. Thank you. 

Mr. Sreep. Mr. Biscailuz, do you have any questions? 

Mr. Biscartuz. No, I have no questions. 

I would like to have an extra prepared statement of Mr. Marschalk’s. 

Mr. Marscuatx. I have a couple more which I will be happy to 
supply to you. 

Mr. Biscaituz. I think the gentlemen of the press may also require 
one or two more copies. 

Mr. Marscnark. All right. 

Mr. Sreep. Sir, we thank you for your coming here this morning 
and helping us with this problem. 

Mr. Marscua.x. Thank you all very much, 

Mr. Sreep. Is Mr. Nagely present? 

Mr. Nagety. Yes. 

Mr. Sreep. Will you please come forward, Mr. Nagely ¢ 

If you will first identify yourself for the record, and then proceed 
in your own way, Mr. Nagely. 


TESTIMONY OF RULON NAGELY, DIRECTOR OF MATERIAL, NORTH 
AMERICAN AVIATION, INC. 


Mr, Nacety. My name is Rulon Nagely. I am director of material 
of North American and I have charge of all procurement for the 
corporation. 

have a short statement here that I would like to make, which I 
think will give you a pretty good overall idea of our thinking on this 
small-business program. 

North American Aviation has furnished to the subcommittee letters 
dated March 19 and March 28, 1956, and certain requested reports 
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and other documents presenting in considerable detail the facts con- 
cerning North American’s extensive utilization of small-business 
firms. Iam happy to have this opportunity to appear before the sub- 
committee and discuss this important aspect of our business. 

Although the records of this subcommittee and of the various Gov- 
ernment agencies concerned with small business contain adequate evi- 
dence, in terms of facts and figures, of North American’s utilization of 
small-business firms, the factual records cannot fully reflect the spirit 
of the company’s relationships with small business. I believe this sub- 
committee should have an understanding of the company policies and 
attitudes that lies behind the impersonal figures. 

First, let me briefly review the facts. In its fiscal year ended Sep- 
tember 30, 1955, North American ordered $521 million worth of goods 
and services. That was the grand total of all our procurement for all 
our operating divisions—— 

Mr. Sreep. Pardon me, Mr. Nagely. Would you speak a little 
louder. I think they are having a little difficulty hearing you. 

Mr. Nagety. All right. 

First, let me briefly review the facts. In its fiscal year ended Sep- 
tember 30, 1955, North American ordered $521 million worth of goods 
and services. That was the grand total of all our procurement for all 
our operating divisions, and includes everything from large airplane 
assemblies down to small standard hardware and supplies of various 
kinds. Out of this total of $521 million ordered in 1955, $275 million 
worth of goods and services were ordered from small-business firms 
employing less than 500 employees. So small business received ap- 
proximately 53 percent of our direct orders by value. The percentage 
of the total procurement going to small business would of course be 
much larger if we were to trace the large orders down through subse- 
quent tiers of procurement, because these large orders are also farmed 
out to thousands of small-business firms. 

Altogether we buy from approximately 12,500 firms in a year’s pe- 
riod, and more than 90 percent of these firms are in the small-business 
category. Since we are therefore dealing with more than 11,000 small- 
business firms located throughout the United States, we have neces- 
sarily become well acquainted with the problems and merits of small 
business.. We have some definite and positive views on the subject that 
I want to pass on to the subcommittee. 

As a contractor to the United States Government with the responsi- 
bility of developing and manufacturing vital defense equipment, North 
American must adhere closely to certain principles and objectives in 
its procurement of materials, parts, and supplies. Quality comes first, 
because our weapons systems demand consistent adherence to Govern- 
ment and company specifications. There can be no compromise in this 
area, 

Our other basic procurement factors are delivery and price. Deliv- 
ery of required components in accordance with manufacturing sched- 
ules is essential to our company’s success and, in a broader sense, to the 
Nation’s security ; the absence of a single small part can delay assembly 
lines and hold airplanes on the ground that may be critically needed in 
the air. 

With assurance that quality and delivery requirements can be met, 
our final factor in evaluation is Beare: When quality and delivery are 
equal, we always buy from the firm offering the lowest price, and we 





aR Coe Si 





AIRCRAFT INDUSTRY 33 


do this on a bid basis in every instance where it is feasible to obtain 
competitive bids. 

In carrying out these procurement objectives of satisfactory quality, 
satisfactory delivery, and lowest price, we find that it is good business 
to deal with small business on a large majority of our orders. Our 
company depends on small business because in many instances small- 
business firms offer us lower cost, greater flexibility, and more in- 
genuity in the solution of our design and procurement problems. Here 
are a few examples of how this works. 

About 2 years ago we needed a hydraulic unit for the F—100 Super 
Sabre fighter. We asked half a dozen of the largest accessory com- 
panies in the country, as well as a number of small firms, to propose 
designs and prices on this hydraulic device, which involved some very 
complex operating requirements. A very small company right here 
in Los Angeles came forward with the best solution of our problem, 
surpassing all the large companies both in ingenuity and price. We 
gave them an order, and a short time later we advanced them $35,000 
to help finance their effort on this initial order. We are proud to 
say that this small company did an outstanding development and 
manufacturing job, has supplied all our requirements for this par- 
ticular hydraulic unit on several leading combat airplanes, and is 
today a highly successful and prosperous small-business firm support- 
ing the defense effort. We consider them a vital part of our produc- 
tion team. 

Another example is a company that started out on a very small 
scale some years ago with a small development contract for a com- 

uter that was needed to adapt a standard Air Force gunsight to the 

—86 Sabre jet fighter. This company also did an outstanding de- 
velopment job and was given a production order by North American. 
When Sabre airplanes equipped with this computer went into combat 
in Korea, the margin of Air Force combat victories over the Russian- 
built MIG—15 airplane went up sharply. 

In producing this item for us, the company has reduced its price 
from about $2,800 down to $1,400 per unit. The company has con- 
sistently met our schedule requirements. This originally small com- 
pany now has plants in Florida, New York, and locally in El] Segundo. 
We buy various computers and electronic devices from them, and 
altogether have placed about, $25 million worth of business with the 
firm. Like so many other small businesses that do a good job with 
respect to quality, delivery, and price, this company has now grown out 
of the small-business category. We count them among our most 
valued suppliers. 

Still another example of our relationships with small business is a 
small firm that had an order from us for electric actuators back in 
1952. The owners came in to see us one day and said they would not 
be able to meet our requirements unless we could assist them in financ- 
ing their operations, After some investigation, we advanced $200,000 
to finance their work and sent our people into their plant to assist in 
improving their cost controls and systems. Through these techniques 
we kept in business a small firm that has proven to be one of our most 
flexible and dependable suppliers ever since. The company is cur- 
rently delivering to us at a rate of about $800,000 per month. It is 
the only firm in the country with which we can place an order for a 
new electric actuator and get delivery within 60 days. 
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We do not require any encouragement to deal with small firms like 
these and many others. They are vital to the success of our opera- 
tions. We could not produce airplanes without their participation 
and contributions to the overall North American effort. 

Small business is uniquely qualified to do certain jobs better than 
big business. On the other hand there are some jobs that only larger 
companies can handle. The important point is that we apply the 
same evaluation factors of quality, delivery, and price in all of our 
procurement, and under these factors small business has been getting 
and meriting 53 percent of our total procurement by value. 

When we find a small-business firm that is able to meet our require- 
ments successfully and competitively, you may be sure that it will get 
our orders—not because it is small business but because it is good 
business. That, in brief, is the story behind the large proportion of 
our procurement that goes to small-business firms. 

Mr. Strep. Mr. Nagely, I want to thank you for coming here new 
You recall that about 3 years ago I was out here with this same sub- 
committee, and at that time we had the pleasure of going through 
some of your plant facilities here, and if my memory serves me right, 
your participation in small business, I think, was about 51 percent. 

I gather from your statement here that certainly you are still doing 
as good, if not a better job in dividing your dollar with the small busi- 
nesses than you were then. 

I was very favorably impressed with the fact that your company 
had made such a good record in broadening the base of the participa- 
tion in your prime contracts. 

At that time there were some discussions about this problem of 
renegotiation and the fact that so much of the operation at the major 
source had to be done where there was no proper profit incentives. 

Are you in a position to discuss the question of renegotiation with 
us today ? 

Mr. Nacety. Frankly, I am not. We have other officials of our 
company who are far more qualified to talk about renegotiation and 
they are not here, and I am primarily a procurement man and I am 
getting a little bit far afield if I try to talk on renegotiation. 

Mr. Steep. We wonder if perhaps you could aid us in this regard. 
If your company has a policy or felt like making a statement on 
that subject, would you file it with the committee ? 

Mr. Nacery. We would be happy to do that. 

Mr. Sreep. If it does present a problem that should be adjusted, 
I believe that any evidence as to how your company feels about it 
would be helpful to us in finding some solution. 

Mr. Nacery. I will be happy to take it up with the officials of our 
company and if they wish, that is, if they wish to make a statement, 
I will be happy to get it to you. 

Mr. Srexp. On the same basis, if there are any other statements 
regarding some of these suggested changes that you might feel free 
to discuss, we would like to have that, too, becaibs in the final—— 

Mr. Nacery. Allright. 

Mr. Streep. Final analysis, we hope to be helpful. 

Mr. Nacery. Yes. 

Mr. Steep. And if we fail to have any comment from some of the 
people involved, pro or con, we are more or less apt to assume that 
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what we have heard we can accept at face value; so, one way or the 
other, we would like to have the information. 

Mr. Nacery. Thank you very much. We will certainly give it 
serious consideration. 

Mr. Streep. Mr. Roosevelt, do you have any questions ? 

Mr. Roosrvett. Yes, Mr. Chairman; I have a few questions. 

Mr. Nagely, you mentioned this figure of 53 percent. Now, on what 
basis do you arrive at that 53 percent? Do you follow the arbitrary | 
500-employees rule ? 

Mr. Nace.y. That is right. That is right. 

Mr. Roosrvett. Do you follow that in every instance? 

Mr. Nacety. Here is the way we work it: When we do business with 
a concern, we ask him to tell us how many employees they have got. 
That is entered on our record. We have a regular setup just like a 
bank ledger sheet, and every time we issue an order to that company 
we list it on his ledger sheet, and then we can easily compute how 
much business is going to small business and how much to large 
business. 

Each ledger sheet indicates whether or not the man is small busi- 
ness or large business. 

Mr. Roosreveitt. Now, do you do anything other than that? I mean, 
for instance, do you go behind that at all to find out whether this 
company is merely, as one of the previous witnesses mentioned, a 
front for a really large corporation 4 

Mr. Nacety. Oh, yes. Before we do business with a company, we 
have a very careful investigation. We send a crew out into the field 
to look them over, if it is a manufacturing item, and we look at their 
machines. We look at their floor space, we look at their organization 
and try and determine what kind of supervision they have, how 
capable they are, what other kinds of work they have done that might 
be similar to what we are thinking of giving them. 

We also get a financial statement either from the concern direct 
and we always usually get a Dun & Bradstreet statement. Those 
statements usually indicate who the owners are. We don’t have any 
trouble finding out who the owners are and whom we are doing busi- 
ness with. 

We just do that as an ordinary business precaution. 

Mr. Roosevett. Now, specifically, you listed in the material you 

ave to the committee as a small-business concern the Olin Mathieson 
emical Corp. 

Mr, Nacery. If we did, it was probably in error. 

Mr. Roosevert. Well, I have accumulated a good many errors, and 
that is what I am trying to find out. I am trying to find out the basis 
upon which you do this, because the error, I am sure, is unintentional, 
and I can give you another case along the same line. 

We have something here called: Aluminium Limited Sales, which 
has less than 500 employees. Iam not questioning your right to put 
it in under the rule you follow, but Aluminium Limited Sales is the 
- subsidiary of the Aluminium Company of Canada, which would hard- 
ly be a small-business concern. 

oo Nagexy. I will show you a copy of the questionnaire that we 
send. 

Mr. Roosrvett. Olin Mathieson Chemical Co. is the same way. 
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Mr. Nacery. We send out a questionnaire and we ask them, and to 
the best of our ability we go by what they tell us. 

Will you give me a copy of that questionnaire, Ben, the one that 
goes to small business which asks the number of employees? 

We accept what they give us. We assume everybody is acting in 
good faith. 

Now, obviously, if the Aluminum Company of America said that 
brad didn’t have more than 500 people, we would go back and ask them 
about it. 

Mr. Roosrvetr. Yes, but if you got a report which said that the—to 
say it in the British fashion—the Aluminium Limited Sales, wouldn’t 
you look behind that to see that they were actually a subsidiary of the 
Aluminium Company of Canada? 

Mr. Nacety. We would normally do that, yes. 

Mr. Roosevetr. The thing that has disturbed me is that, in addition 
to these two instances, we found a good many companies that are 
either affiliates or direct subsidiaries. 

Mr. Nacery. That is a little questionnaire that we send out, and 
we assume they don’t have any reason to lie to us about it. [Witness 
hands document to the committee. ] 

Mr. Nacery. Actually, what we are trying to do is that we are trying 
to see that small business has a fair opportunity to bid. 

Mr. Roosevetr. I wish this questionnaire and accompanying note to 
be made part of the record at this point. 

(The documents referred to follow :) 


NortH AMERICAN AVIATION, INC., 
Los Angeles, Calif. 

GENTLEMEN: One of my most pleasant duties is to extend a welcome to new 
suppliers doing business for the first time with North American Aviation, Inc. We 
hope that our relationship will be mutually profitable and pleasant. 

To assist you in transacting business with us, I am enclosing one of our book- 
lets entitled ‘“‘Let’s Do Business.” ‘This booklet, which has received widespread 
acceptance, outlines the growth of North American Aviation, Inc., as well as 
some of our purchasing procedures and policies. I hope that you will find it 
helpful. 

Statistics indicate that 56 percent of our aircraft dollar is spent for materials, 
supplies, and services. To better evaluate the distribution of these expenditures 
between large and small business, we would like to know how many of our sup- 
pliers can be classified under the Air Materiel Command definition of small 
business ; that is, companies having 500 or fewer employees. 

We can only obtain this information by enlisting your cooperation. Will you 
assist us by completing and returning the questionnaire appearing on the inside 
cover of the self-addressed envelope enclosed with this letter? 


RULON NAGELy, 


Director of Material. 
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. Are you a manufacturer? Yes No 


2. Are you a sales agent? Yes () No () 

3. Are you a jobber? Yes CL) No C) 

4. How many people do you employ? ---------- 

Sis your company a division or subsidiary of a parent company? Yes () 
No 

6. If answer to No. 5 is “Yes,” what is the number of employees of the parent 
company together with that of its divisions and subsidiaries? 
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7. If answer to No. 5 is “Yes,” are your sales combined with those of the parent 
company in one operating statement? Yes () No 
8. Where is your product manufactured? 


Mr. Roosreverr. Now, on this questionnaire, your question No. 5 
says: 

Is your company a division or subsidiary of a parent company? 

Question No. 6 says: 


If answer to 5 is “Yes,” what is the number of employees of the parent com- 
pany, together with that of division and subsidiaries? 


Question No. 7 is: 


If answer to 5 is “Yes,” are your sales combined with those of the parent 
company in one operating statement? 

Now, if you take 5, 6, and 7, what system do you have to review that 
would take them out of your small-business category in your report! 

Mr. Nacery. If they are subsidiaries of a large company, we con- 
sider them large business. 

Mr. Roosrveit. How does the Mathieson Co. get into the picture? 

Mr. Nacrety. That must be an error. As you know, there are 12,500 
names, and we could be subject to some slight error. 

Mr. Roosevett. What is the process? Who would be in charge of 
screening these replies as they come in? What actually happens to 
them ? 

Mr. Nacety. What actually happens is we have a department which 
we call our operations crew, who actually administer thisthing. Every 
time we get a new vendor on our purchase order, new list, no matter 
who it is, we send them one of these questionnaires to fill out so that 
we can properly keep our records. 

Mr. Roosrveitr. When the record comes back, what happens to it ! 

Mr. Nacety. It is entered on this sheet that I told you about, like 
this bank ledger sheet. 

Mr. Roosevetr. What specific official has the duty then to assess 
the material that comes back through these and remove a company 
from a small-business list ? 

Mr. Nagety. I don’t believe we actually assess them all. I don’t 
think anybody goes through them and screens them to try to de- 
termine if the people are telling us the truth. 

Mr. Roosrvetr. I didn’t mean that. 

Mr. Nacery. We don’t have any method for accurately screening 
them. 

Mr. Roosrveir. You don’t have any method for accurately screen- 
ing them ? 

Mr. Nacety. No. 

Mr. Roosrvett. Therefore, frankly, the figure 53 percent is a pretty 
rough guess, isn’t it? 

Mr. AaGELy. No; I don’t think so. 

Mr. Rooseverr. If you don’t evaluate the information, how can 
you say that ? 

Mr. Nacery. I would venture to say it is within 1 percent of being 
accurate. 

Mr. Roosrvetr. Well, I am not in the betting business so I guess 
T can’t take you up on that. 

Mr. Nacety. But in my opinion, it is infinitesimal. 








38 AIRCRAFT INDUSTRY 


Mr. Roosrvetr. But it is not backed by a real analysis of the replies? 

Mr. Nacery. Well, no. It is backed by those envelopes that are 
signed by company officials. 

Mr. Roosrvett. But no one has actually gone into it to review them 
to any degree? 

Mr. Nacety. No; that is right. 

(The letter referred to is on file with the committee for use and 
study by the committee and for the use and study of other appropriate 
committees of Congress.) 

Mr. Roosevetr. Mr. Nagely, is there any variance between the t 
of business that you would subcontract and, let us say, Douglas would 
subcontract, or you would keep within your plant and Douglas would 
keep within their plant? 

Mr. Nacety. Oh, yes. There is quite a difference. 

Mr. Roosrvetr. Now, as an industry person, what would be the 
basis upon which this difference would arise? 

Mr. Nacrxy. First off, we have different products. In other words 
you wouldn’t subcontract the same items on a bomber that you would 
on a fighter, or the same items on a missile that you would on a radar. 
So you have all sorts of different kinds of business and all sorts of 
different kinds of conditions, and the decision is usually made on the 
basis of : What is practical ? 

In the first place, when we negotiate a prime contract with the Gov- 
ernment, we make an agreement with them that a certain proportion 
of this job will be subcontracted outside. That is part of our negotia- 
tion for the contract and we usually select them. 

Mr. Roosrvett. Is that a percentage agreement—— 

Mr. Nacrery. That is a percentage agreement. 

Mr. Roosrvetr. Or an item? 

Mr. Nacery. Well, it is actually an item agreement that results in 
a percentage. They ask us, “How much can you do?” They say, 
“We would like to see 40 percent.” 

We have had to scramble around pretty hard to try to come up with 
40 percent. I think I know of one contract at the present time that 
is 30.8 percent. 

So then they say, “How did you arrive at that?” So then we go 
through and list the various items as to how we arrived at the 30.8 
percent and then we negotiate with them, and sometimes it goes up and 
sometimes it goes down. We finally come to the agreement with the 
Air Force, for instance—I am talking on Air Force now. This 
doesn’t happen on Navy contracts. 

That is the agreement. 

Mr. Roosrvett. Why doesn’t it happen on Navy contracts? 

Mr. Nacery. Well, it doesn’t happen to be in the Navy procure- 
ment regulation. 

Mr. Roosrve.r. I see. They don’t mention it to you; they let you 
make your own decisions ? . 

Mr. Nacgety. They let us make our own decision. 

Mr. Roosrvetr. In other words, there is not uniformity between the 
Air Force procedure and the Navy procedure ? 

Mr. Nacety. Thatisright. Thatis right. 

i Mr. Roossverr. You don’t know any good reason why that is so? 
ovout 

Mr. Nacery. Well, no. We think the Navy way is better, because 
they leave more to the ingenuity and capability of the contractor. 
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Mr. Roosrveittr. However, would you say that there were standard 
items—I can understand your statement that specialty items, because 
of the different product that you are producing would vary. 

Mr. Nacery. Yes. 

Mr. Roosrevett. However, would there be any more or less standard 
items that you would produce in your own plant which Lockheed or 
Douglas would subcontract ? 

Mr. Nacery. You get a difference of opinion. In our own case, for 
instance, our philosophy is that we buy a lot of small parts outside. It 
has always been that if we can get what we call the details made, then 
it is a very simple matter to put them together. 

Now, some of our competitiors don’t go along that road, and they 
would rather let out a big hunk of the airplane in one lot, but it doesn’t 
affect small business in the least, because if we let out, say, a big 
section of our airplane to a major subcontractor, he in turn has to go 
out and buy substantially the same items that we would have to buy 
anyway, so, so far as the small-business man is concerned, it doesn’t 
make a great deal of difference. 

Mr. Roosrvett. Now, however, when the first witness was before 
us, I think he indicated that there were certain types of things that 
were not being subcontracted by—I think he referred to Douglas in this 
instance, although there might be other people. 

Mr. Nacery. Let me try to explain it to you a little bit. For in- 
stance, let’s take a machine shop. Lots of people are in machine-shop 
work. We have a capacity in our machine shop for about 500 people. 
We have a requirement for about 1,500 people, so we plan and let out 
about two-thirds of our machine-shop work. This consistently over 
the years ran in the area of 70 percent. Seventy percent of our ma- 
chine-shop work goes outside and 30 percent of it goes inside. 

Now, obviously, we adapt the 30 percent that stays mside to the 
machines that we have available. There is no use of our keeping 
something we don’t have a machine for. 

We would have to have the machine or go out and buy it. Many 
of.our subcontractors have specialized machines for specialized jobs 
+ fig are very capable of doing certain types of jobs that we don’t even 
do. 

Mr. Roosrvetr. Now, if you were not at a peak, with a certain type 
of machinery, you might well, however, cut off a certain small-business 
concern and pull it back into your plant to keep you at a ratio? 

Mr. Nacery. Well, we don’t normally do that. Fortunately, we 
have been busy since the Korean war, since the start of the Korean 
war, and we have not had to do that. We have not had to bring back 
any business, and when you do have to bring back work, or let’s say 
you get a serious cutback in your work—I am thinking of 1940, which 
m a week, we went from 9,500 people down to 5,000 people. Well, 
obviously, something has got to be done and you are faced with a 
selfish decision to make: Do you keep your plant busy or do you keep 
your subcontractor busy, and your subcontractor is faced with the 
same question to himself: Shall 1 lay my boys off or shall I have the 
subcontractor lay his boys off ? 

It goes right to the heart of business. In other words, if an outfit 
has got business and they have got a part of the business subcontracted 
out and they get cut back, it is a case of where they have to lay off 
people in their plant or lay off people in the subcontractor’s plant, 
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and it is a very serious decision to make and I don’t think it is some- 
thing that you can generalize, because oftentimes the subcontractor 
will be far enough down the curve on cost that you can’t afford to bring 
it back, and other times you will feel that you can afford to bring it 
back. 

It has to be done on an individual basis, I don’t think you can 
generalize on it. 

Mr. Roosrverr. Now, on the basis of the previous witness’ testi- 
mony, where there are assembly parts or other types of work that are 
initially begun by you as the prime contractor and then later diverted 
to small business, has there been any analysis made as to whether or 
nor perhaps initially a mistake was made in not giving all of that 
to small business ¢ 

Mr. Naceiy. We don’t do it that way. I think he must have been 
talking about some other company. 

Mr. Roosrver. In other words, you never come up to the point 
where you get behind on your schedules? 

Mr. Nace.y. We don’t normally send details out to be assembled. 
We do it the other way around. We send the details out to be made, 
and we assemble them, or else we have a subcontractor assemble them. 

Mr. Roosgveur. You feel that the most efficient operation—and I 
bring this up for a reason—is that you become an assembly plant, as 
the previous witness testified he was in favor of? 

Mr. Nacery. Yes. 

Mr. Rooseverr. You feel that is more efficient? Would you say it 
was generally more efficient in the aircraft business or only —— 

Mr. Naeexy. Itis hard to say. 

Mr. Roosevett. Because of the type of planes you make? 

Mr. Nacevy. Well, some companies do it the other way around. I 
believe we have an honest difference of opinion. 

Mr. Roosrevett. Obviously, you made an analysis the other way and 
came to that conclusion. 

Mr. Nacrety. We have come to the conclusion that we like to do it the 
way wedoit. We think it is good business to do it that way. 

Mr. Roossevetr. Very frankly, when the time comes, I am warning 
the Defense Department witness that I will naturally ask him why—if 
this is more efficient for you—why they allow the other concept to be 
practiced by the other companies, if it is more efficient. Why shouldn’t 
it become standard procedure ? 

Mr. Nacety. I think it is a matter of management. I think it is a 
matter of management opinion, I believe we and our competitors are 
all acting in good faith when we do it, and I believe it is a matter of 
opinion as to which is the best method. One might suit one company 
better and one might suit the other company better. 

Mr. Roosrvert. Mr. Nagely, I think it would be fair to say: If in 
excess of 80 percent of your business is Government business or—— 

Mr. Nagery. That is right. 

Mr. Roosrverr. Taxpayers’ money, whether it suits one private man- 
agement or not is not the point. The point is: Which is the most 
efficient? Isn’t that correct? 

Mr. Nacety. Well, that becomes a matter of opinion. 

Mr. Roosrvenr. Somebody has to make that decision. 

Mr. Nacery. Well, the prime contractor has to make that decision. 
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Mr. Roosrveitt. Why does the prime contractor have to make that 
decision ? 

Mr. Nagery. He is responsible for delivering the end product. 

Mr. Roosrvett. Why isn’t it the responsibility of the Defense 
Department? 

Mr. Nacety. The prime contractor is responsible for delivering the 
end product. 

Mr. Roosrvett, That is true, but it is also the responsibility of the 
Defense Department to make the best product. in the cheapest manner; 
isn’t that right ? 

Mr. Nacety. Yes. 

Mr. Roosrvett. If somebody is following, he may be delivering an 
adequate plane, but if it’s costing 20 or 25 percent too much because he 
is following a wrong concept, then something should be done about it, 
isn’t that correct? 

Mr. Nacety. Well, I think that happens because in the type of con- 
tracts we have, you make less profit. 

Mr. Roosrvetr. Now, let me digest that statement. 

It happens because the type of contract 

Mr. Nagety. You see, most of our business is under an incentive- 
type contract, and roughly it works this way: For every dollar we can 
save, we keep 25 cents, and for every dollar we lose, we lose 25 cents 
up toa point. We can’t exceed 15 percent profit, nor can we exceed 
120 percent of estimated cost and most of our business is on that basis, 
so it behooves us to save money because the more money we save the 
more money we make. 

Mr. Rooseveur. On the other hand, where does the cost plus a fixed 
fee come in? 

Mr. Nacety. Well, there are only just a few of our contracts on a 
cost-plus-a-fixed-fee basis and those are largely research and develop- 
ment contracts on which it is impossible to arrive at a price. 

Mr. Rooseveur. Most of the other work is not on a cost-plus-a-fixed- 
fee basis? 

Mr. Nacety. Practically all of our other work. I don’t think we 
have any business except of a research and development nature which 
are on a price-redetermination basis, what we can call an incentive- 
type contract. 

’ Mr. Sreep. Do you agree with that other witness who said that the 
redetermination of price is much better than renegotiation in keeping 
down the cost? 

Mr. Naceny. Well, I think the redetermination of price is very good. 
We have practiced it on a lot of our subcontractors. We have gotten 
substantial reductions from our subcontractors on the basis of price 
redetermination. We like it; we think it is good. As far as renego- 
tiation and dealing with the vendor is concerned, we run into this 
situation: They say to us all the time, “What do you care about the 
price for if you pay us too much, renegotiation will pick it up?” 

But your answer to that is this: That renegotiation is done on a 
year-to-year basis and on their total business. They might make 40 
percent on our contract and they might lose 40 percent on somebody 
else’s contract and still not have to pay anything on renegotiation. 

So we don’t want to depend on the renegotiators to keep our sub- 
contractors honest. We want to do that ourselves. 
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Mr. Sreep. There again, clear across the board, you are saying that 
renegotiation is not a good way to protect the taxpayers’ interest? 

Mr. Nacety. Well, as far as subcontractors are concerned, I can 
speak on that; yes. 

Mr. Streep. Now, assuming that you have made some error in the 
percentage you claim here of 53 percent going to small business, are 
you in a position by knowing the general facts of the trade, how would 
your company compare with other prime contractors percentagewise, 
say, even if you had to take off several percent of what you have here? 

Mr. Nacery. Well, I am sure it is in the same ball park with the 
other companies, The only companies that it would not be compara- 
ble with are the companies that have commercial business. Their 
figures get flavored somewhat by the commercial business. Speaking 
strictly on military business, I would guess that all the major primes 
would run in the area of not more than 5 percent difference, maybe 10 
percent at the most. 

Mr. Sreep. I have one other point. When we were out here be- 
fore, many of the companies, yours in particular, I think, had in 
times past done quite a bit of the helping hand or what I call point 4 
sort of help in getting small businesses started 

Mr. Nacery. That is right. 

Mr. Steep. Through advance loans and one thing and another, 
through loaning them technical advisers and all that. 

You make some reference here to a case or two. How extensive is 
that ? 

Mr. Nacety. It is very extensive. I have, for instance—we have 
about, oh, at least 200 people on the outside here in Los Angeles 
County going around and calling on our subcontractors. We send 
inspectors out. We send accountants out.’ We send engineers out 
and we send process people out. We do everything that we can to 
help these fellows do a job. 

It is to our advantage to have a good subcontractor. If a man is 
new and doesn’t know the ropes, we have to go out and practically 
teach him the business. It is getting so complicated. These parts 
are getting very, very complicated and it is getting to a point where 
we practically have to go into his plant and teach him. 

The ones that have been in business for some time, we don’t have 
to give them so much attention. 

Mr. Steep. That is true also in the field of financing; isn’t it? 

Mr. Nacety. Yes, it is, because we will have a ail outfit take a job 
and then there is nothing more embarrassing than to have him come 
in Saturday morning and say, “Look, unless you can put v some more 
ee to meet my payroll, I am going to have to send all my people 

ome. 

We need those parts delivered next week. We can’t let them down. 
We have got to keep them going. We don’t do it from an altruistic 
standpoint or because we feel sorry for him. It is a matter of good 
business. We have got to have those parts, so when they come to us 
and my see need help, we refer them to the SDIA. We have referred 
a number of them and they were successful in getting loans. We refer 
them to the banks and we call their bankers and talk to their bankers 
and tell them that we think he knows his business and we think he is 
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all right and that he will come along all right and we recommend that 
they make a loan to him. 

Then if he can’t. get it anywhere else, he comes back to us. He fi- 
nally throws himself on our mercy and asks us what to do. We say, 
“All right, we will help you out.” 

We do. It is a common occurrence. 

Mr. Streep. We had some evidence when we were out here before 
about a problem that sometimes came up when the requirements, the 
inspection requirements between the different branches of the military 
service worked a hardship on some of the suppliers. Do you know of’ 
any cases where that is true now? 

r. Nace.y. No, I haven’t any information on that. I think they 
are substantially the same. There are some slight technical differences, 
but the overall picture is the same, I think. For mstance, if a sub- 
contractor is under Navy cognizance, whatever the Navy accepts they 
will be accepted by the Air Force, and vice versa. 

Mr. Sreep. In other words, they have done a good job of standard- 
— their departments ? 

Mr. Nacety. Yes. I don’t think that is a problem. 

Mr. Steep. Do you have any more questions? 

Mr. Roosevetr. Yes, Mr Chairman. 

Mr. Nagely, what checks or investigations have been made by the 
services departments or SBA concerning the information or the sta- 
tisties which you have given us and have been published in order to 
determine their accuracy? Have there been any that you know of? 

Mr. Nagety. No specific detailed checks. They check with us in a 
general way and ask us what the percentages are running and how we 
are doing and if we are giving small business an opportunity to present 
their case and things of that nature, but as far as actually Chekiig the 
figures, they haven’t done it; nor have we. 

Mr. Roosrve.tr. Now, my question is not meant to be an aspersion or 
an accusation or anything else, but we do have in the files of the com- 
mittee requests concerning the—you might call them—good conduct 
rules of your contracting officers. In other words, what is the policy 
of your company with relation to anyone in the position to give a sub- 
contract having an interest in any of the subcontractors? 

Mr. Nacety. We have a rule in our company. I have a copy of our 
policy manual here, which states that we will not do any business with 
any firm that is—I can read it to you here. 

It is contrary to company policy to enter into any purchasing or subcontract 
agreement with any firm that is dominated, controlled or actively influenced or 
counseled by an employee of this company. Employees who are responsible for 
or in a position to influence the company’s procurement, subcontracting or the 
designing or specifying of types of material and equipment to be used must 
strictly adhere to this rule. 

Mr. Roostvett. Now, that is a company policy. Is there any Fed- 
eral requirement to that effect that you know off 

Mr. Nacety. That is a matter of debate. On a cost-plus-fixed-price 
contract, there is a Public Law 436, I believe, that covers it. 

We do not interpret it to apply to an incentive-type contract or 
fixed-price contract. 

Mr. Roosrvett. Public Law—could you repeat the number? 

Mr. Nacety. Four three six. 

83346—56——4 
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Mr. Roosrveitt. Which Congress was that, do you remember ? 

Mr. Nacety. I don’t know, but at any rate, it has to do with cost- 
plus-fixed-price contracts. 

Mr. Roosgvett. That, I presume, is company policy. 

Mr. Nacety. Anybody who applies under a CPFF contract for the 
prime contractor fee who accepted any gifts or gratuities could be 
prosecuted for it. 

Mr. Roosevett. If you found any person in your company’s em- 
ploy who did have or exercised control or power over a subcontractor, 
you would take disciplinary action, would you? : 

Mr. Nacety. Yes. We tell all our employees that to do business 
with a firm with which they are connected, they have to leave our 
company. 

If we find out that a company employee has an interest in a subcon- 
tracting business of any kind, we refuse the contract and our employee 
is then faced with the decision of either quitting North American 
or quitting the other company. That is all. 

Mr. Roosgvert. That is all the questions I have. 

Mr. Sreep. Mr. Biscailuz, do you have any questions? 

Mr. Biscatiuz. I have no questions. 

Mr. Steep. Well, we thank you very much, sir, for your appearance 
and cooperation with the committee. I am inclined—we don’t want 
to drag these hearings out, but I am inclined to think that it would 
be wise for us to go over until this afternoon on account of the fact 
that our stenographer hasn’t had any relief this morning. I don’t 
want to be brutal and work her to death. 

This committee will now adjourn until 1 o’clock, at which time Mr. 
Bosio will be our first witness, and perhaps we can conclude then a 
little earlier. 

Mr. Nacery. Do you think you will want me back? 

Mr. Steep. No. Thank you very much. 

The committee will stand adjourned until 1 o’clock. 

(Whereupon, at 11:45 a. m., the committee was recessed until 
1 p. m.) 

: AFTERNOON SESSION 


Mr. Streep. The committee will be in order. 
The first witness this afternoon will be Mr. Bosio. . 
Will you please identify yourself for the record, Mr. Bosio? 


TESTIMONY OF DONALD J. BOSIO, DIRECTOR OF MATERIAL, 
DOUGLAS AIRCRAFT CO., SANTA MONICA, CALIF. 


Mr. Bosto. Donald J. Bosio, director of material, Douglas. 

Mr. Steep. Will you please proceed in your own way. 

Mr. Bosto. We did not prepare a formal] statement. We thought 
it better to present charts that would show the distribution, so I will 
just go back to the charts. 

The first chart is the distribution of the Douglas contract dollar 
broken down into wages, which is 41 cents; taxes, dividends, interest 
and profit, which is 11.8 cents; and what we buy on the outside of our 
4 walls, which is 47.2 cents. ; 

This was done by the expenditure of $493,537,300. It is the total 
disbursements outside of our 4 walls. 
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This is broken down by our various divisions and general office as 
follows: $172 million in Santa Monica, $112 million in El Segundo, 
$113 millionat Long Beach, $91 million at Tulsa, $2,400,000 in general 
office, and $1,500,000 in Charlotte, .N. C. 

This is the number of concerns that we did business with during 
the year in 1955: 9,236, of which 7,787 or 84.3 percent were small- 
business concerns, and 1,449 or 15.7 percent were big business concerns. 

Of the disbursement dollar, 31.2 cents went directly to small business 
concerns. The balance of 68.8 cents went to big business. f 

We in turn made a survey of 5 large business concerns to determine 
what percentage of their disbursement dollar went to large business 
and to small business, and we find that 25 cents of the 41 cents goes 
to small business from our first tier of subcontractors. We then went 
to the second-tier subcontractors and found 5.8 cents in turn went 
to small business, or a total of 62 cents of our disbursement dollars 
going to small business. 

Mr. Roosrvett. Do you want us to ask questions now ? 

Mr. Bosto. Yes. 

Mr. Sreep. You have heard, I assume, the information and the 
line of discussion we have engaged in already today in this hearing. 

Mr. Bosto. Yes. 

Mr. Steep. You have heard some of the recommendations that have 
been made that might improve the situation. 

Do you have any comment to make on any of those items mentioned 
today ? 

Mr. Bosto. Well, I only had one thing that I think should be men- 
tioned and commented upon. 

I think the question was: Do you subcontract bits and pieces or do 
you subcontract major assemblies ? 

There was a determination tried to be made of which was the 
right way to do that. I don’t think it can be done from the end- 
product standpoint, that is, the contract standpoint, because it is 
something that has to be done rather from the individual bits and 
pieces. 

For example, we use both methods. In one case we subcontract the 
detail parts and make the assemblies in our own plants. In another 
case we will subcontract—we will make the detail parts in our plant 
and subcontract the assemblies, 

Now, there is a reason for doing this. For instance, in the case 
where we make the detail parts, we have large hydropresses where 
we stamp out hundreds of parts at one operation. This would be un- 
economical to put on the outside, but in that case it would lend itself 
very nicely to making assemblies from the detail parts. 

In the other instance, where, we find that it requires very close 
precision work is where we subcontract all of the details on the out- 
side. ‘Then we do the assembly on the inside, so there are cases both 
ways. 

Now, we made a survey a long time ago and have taken certain cate- 
gories of things that;we don’t. normally build in our plant, like hy- 
draulic valves, springs, bolts, nuts, screws, and all of these products 
are purchased on the outside and always will be purchased on the 
outside, because we don’t set. up facilities to do them, so it would be 
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very difficult from the prime-contract standpoint to say that you: 
should do it one way or the other. 

I believe that you have to do it not by contract item but more by 
type of item that you are actually building. 

I think this is one of the discussions that came up this morning. 

Mr. Strep. Do you have any comment which you would like to make 
with reference to this matter of renegotiation and the effect it might 
have on your ability to subcontract ? 

Mr. Bosto, Well, I think the problem of renegotiation is not handled 
by our department. It is handled by other people. 

Mr. Sreep. The premise that where you have a situation that works 
against the profit motive it is fair to assume that it acts as a deterrent 
rather than as an inspiration for that sort of thing is sound, isn’t it? 

Mr. Bosto. Well, of course I can’t understand why it should make 
any difference, because we have fixed-price redetermination, cost- 
plus-fixed-fee, target contracts, and commercial aircraft. 

In our procurements we do not deal differently one from the other. 
In other words, the requisitions come in and they are all handled 
through the same procedures. 

Mr. Roosevetr. Could I just interrupt there? I have a few ques- 
tions, but I don’t quite understand that last statement. 

Your procurement procedures must vary under each one of those: 
different forms, don’t they! Do they all come up the same way on it? 

Mr. Bosto. All of our procurements on the outside are on a fixed- 
price basis unless they are a major subcontract, and if it is a major sub- 
contract, it is not even handled by us; it is handled by another division. 

Mr. Roosevetr. Just hold it there. You say that it is not handled by 
you. What is the other division that handles it ? 

Mr. Bosto. That is handled by the vice president’s office. 

Mr. Roosevett. The major subcontract? 

Mr. Bosto. The major subcontract. 

Mr. Roosevett. What is your division again ¢ 

Mr. Bosto. Everything except major subcontracting. 

Mr. Roosrve_r. What is the dividing line between a major subcon- 
tract and the other category ¢ 

Mr. Bosto. Well, these major subcontracts and other things, the dif- 
ference is where management takes a large component of the end 
product and is going to put it. out as a total unit where we want to buy 
the engineering, the tooling, the inspection, the work and everything 
on the outside as against regular purchasing. 

Mr. Roosevetr. All right. What is your definition of big business 
as against small business as you have it up on the board? 

Mr. Bosto. Five hundred employees or less. 

Mr. Roosevetr. Do you adhere strictly to it ? 

Mr. Bosto. Yes. 

Mr. Roosevetr. You adhere strictly to the 500-or-less division ? 

Mr. Bosto. That is right. 

Mr. Roosevett. Now, this morning you pitas that Mr. Nage- 
ly gave me this envelope to put im the record. at similar thing do 
you use ? 

Mr. Bosto. We just use—in the beginning when we first set up our 
records, we used a very simple suetat card with merely the question = 
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Are you big business or small business? in accordance with the defini- 
tion given by the Department of Defense, which is 500 or less em- 
ployees, including all affiliations? 

Mr. Roosevetr. So that, unlike North American, you would have 
no way of determining, if you got a postcard back from the Aluminium 
Limited Sales and if they told you they had less than 500 employees, 
you wouldn’t look any further? 

Mr. Bosto. No. 

Mr. Roosevett. Mr. Chairman, at this point I would like to 
show you a series of letters from companies, the purpose being 
to show that they are listed as having individually less than 500 em- 
ployees but are either affiliated with or subsidiaries of larger corpora- 
tions who would not qualify under the 500 standard description of 
small business, with the suggestion that in order to have those figures 
mean anything, a way must be found to make it truly reflective of an 
independent small business and not just a small business, because, for 
instance, the Aluminium company case indicates, it is true, they have 
less than 500 employees, but they are 100 percent owned by the 
Aluminium Company of Canada, so that every penny they make goes 
to the larger corporation. 

They act as a sales agent. They are in no sense a small business 
except by the strictly technical term which has been applied. 

(The letters from other concerns are in confidential files of the com- 
mittee for the use and study of the committee and other appropriate 
committees of Congress. ) 

Mr. Bosto. Are they a bona fide warehouse? This would make the 
determination. 

Mr. Rooseveitr. Why would this make the determination? 

Mr. Bosto. Well, for instance, we have many small warehouses out 
here that we do business with that are less than 500 employees, and 
they would be legitimate small business according to the definition; 
would it not? 

Mr. Roosevett. No, not if they were owned 100 percent by one of 
the larger companies. 

Mr. Bosto. If they are owned by the Aluminium Co., they would 
not be. 

Mr. Roosevettr. That is what I am driving at. This company is 
listed in your list as small business. When we look at this letter, we 
find that they report to us specifically that they are owned 100 per- 
cent by the—let me give you the correct name—Aluminium Company 
of Canada, Ltd., which has, of course, more than 500 employees. 

Now, you list it as a smal] business and undoubtedly included it in 
this 31.2 figure. 

Mr. Bosto. What do we do when we find out that a small business of 
less than 500 employees is owned by the Bank of America? 

Mr. Roosrve.r. 1 would doubt very much if I would include it in 
small business. 

Mr. Bosto. Well, they are indirectly owned by the Bank of Amer- 
ica, but, we, don’t know that at the. time and if they don’t tell us, 
we can’t put it down. 

Mr. Rooseve.t. I would suggest. that this was a way to find that 
out [indicating]. 
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In other words, it is fine to collect figures, but if they are not ac- 
curate and if they don’t truly reflect an accurate situation, then there 
is no point in having that kind of figures. 

Here with this envelope is at least a way to make an effort. 

Mr. Bosto. We are doing two things. We know there are inac- 
curacies in our listings. We are buyimg a 705 computing machine 
and a file computer and as soon as we get those file computers and the 
705, I think we can get down to the accuracy which you want, but 
when you consider that 

Mr. Roosreveitt. What does the 705 do? You have lost me there. 

Mr. Bosto. That is the same as the Univac, comparable to the 
Univac. 

Mr. Roosevet. It is going to do all this thinking for us and now 
we can relax; is that it? 

Mr. Bosto. It will segregate all these people. For instance, it is 
very difficult to put down all of the affiliations and all of these dif- 
ferent problems that you run into in trying to get the answers. We 
have to depend on the integrity of the people we are doing business 
with. 

Mr. Roosrvetr. I am not doubting the people’s integrity. They are 
not trying to tell you anything but the strict truth. I am questioning 
the interpretation of your information you get from them. I am 
not questioning their integrity. 

Mr. Bosto. Yes. We told them to include any affiliations, any af- 
filiated companies, and they come back and answer that “We have less 
than 500 employees.” 

Now, we have to take it on its face value. 

Mr. Roosevetr. Well, I think, as you pointed out, that it is merely 
the fact that you haven’t gone sufficiently into detail to break it down. 
I hope Univac or 

Mr. Bosto. 705. 

Mr. Roosevert. 705 will do it for you. 

Mr. Bosto. Yes. 

Mr. Roosrverr. I think in order to have these things mean any- 
thing, that should be done, just as I think it is equally important, and 
frankly I would be critical of it, to take 5 companies and break your- 
self down to an eventual figure of 5.8 cents or the other figure of 25 
cents without more than just a sampling. In other words, I call that 
good propaganda, but I don’t call that facts. I doubt if it would stand 
up on a factual basis as something that would be relied upon as evi- 
dence in a courtroom. 

Mr. Bosto. It probably wouldn’t be evidence in a courtroom. How- 
ever, the sampling did amount to over 20 percent of the disbursement 
dollars to big business. 

Mr. Roosevetr. You mean out of the 68.8 cents that you sent to big 
business, you took 20 percent of that and listed them as to each one 
of their subcontractors ? 

Mr. Bosto. That is right: We sent’ them a-questionnaire and asked 
them how much they were doing, and they had already set up small- 
business programs and they gave us back the figures. And when we 
used their figures, it amounted to about 20 percent of 68 cents, yes. 
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Mr. Roosevetr. They undoubtedly do it on the same basis you do? 

Mr. Bosto. They do it on the same basis as we do, yes. 

Mr. Rooseve.r. Well, I don’t think we need to pursue that any 
further, except to point out that I think we need a much more careful 
analysis of it to make sure that this is small business we are talking 
about and not an affiliate of big business. 

Now, when you contract with, let’s say, the Air Force, do you do 
what North American does? Do you receive from them an under- . 
standing that you will subcontract any given percentage of that con- 
tract? 

Mr. Bosto. Some of our contracts have that in it, I understand, but 
some of them do not. 

Mr. Roosrvetr. On what basis is it? When it does it, is it ona 

Mr. Bosto. Percentage. 

Mr. Roosevetr. A basis of big business and small business, or pri- 
marily on the basis of whether you can do that particular work better 
in your shop or have it done outside? 

: = Bosto. No, it is done on the basis of percentage of the total 
ollar. 

Mr. Roosevett. What is the aim, however, when you are told to do 
it? 

Mr. Bosto. To spread the base. 

Mr. Roosevett. To spread the base? 

Mr. Bosto. Yes. 

Mr. Roosevetr. What liaison do you have with the Small Business 
Administration ? 

Mr. Bosto. Very good. 

Mr. Roosevetr. I mean, I am sure it is good, because I have great 
respect for Mr. McLarnan. 

Specifically, how close touch do you keep with them? Have you a 
policy or is it all dependent upon this Small Business Administra- 
tion’s contacting you? 

Mr. Bosto. No. We contact them sometimes if we have a problem, 
and they contact us. Itis both ways. We get their literature and we 
send them some of our literature of what we are doing. 

Mr. Roosrvetr. You only normally go to them when you have a 
problem ? 

Mr. Bosto. That is true. 

Mr. Roosevetr. In other’ words, it isn’t part of your practice to 
keep them fully informed in each and every instance unless it is a 
problem ? 

Mr. Bosto. Well, it would be pretty difficult to keep them informed 
of all the things that we are doing, because we are placing some- 
thing like 1,000 purchase orders a day. It would be very difficult to 
set up and inform them of every order that goes to small business, 
for instance. 

Mr. Roosrvett. You couldn’t send them a copy so they would be 
up to date on the general kind of business you were handling every 





ga 
r. Bosto. If somebody will pay for it, we will do it. 

Mr. Roosevett. The Small Business Administration is set up to 
do a counseling job for small business. Obviously they are not in a 
position to do that if they are not fully informed of your day-to-day 
work; isn’t that right? 
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Mr. Bosto. Well, it would be a terrific amount of repetition there. 

Mr. Roosevetr. Why ? 

Mr. Bosio. For instance, we did business with 9,000 concerns and 
we placed 360,000 purchase orders during the year. 

Now, many of those are duplicates to the same concern. 

Mr. Roosrvetr. Couldn’t they still, however, be informed, espe- 
cially now that you have this new machine? 

Mr. Bosto. We haven’t got it yet. We won’t get it until August. 

Mr. Roosrvetr. When you get it, would you be able to break it 
down to general categories, say, 500 orders in this particular field and 
200 orders in another particular field, so that the Small Business 
Administration in general would have that genera] breakdown ? 

Mr. Bosto. We may be able to do that. It takes quite a while to 
program one of these machines and it depends on how many you can 
program into it. 

Mr. Roosrvetr. On the other hand, it is important and it will be- 
come increasingly important as our population grows and efforts to 
keep small business alive to do just exactly that; isn’t that right? 

Mr. Bosto. We are fully aware of that. 

Mr. Roosrveitr. How much of your subcontracting work was done 
as was described this morning: That you do a good share of it your- 
self, but either you get overloaded on it or you fall behind on it or 
a bug turns up or something? How much is work that you actually 
do today ? 

Mr. Bosio. Gee, I don’t have a percentage figure on that. 

Mr. Roosrvertr. Can you make a rough guess as to what it is? 

Mr. Bosito. No; I would have to get the statistics together to find 
that out. 

Mr. Roosrvett. Would you do that for me? I think it would be 
important for us to know. What I am trying to get is: How much 
business do you subcontract that you also do yourself 2 Do you under- 
stand what I am getting at? 

Mr. Bosio. Yes. 

Now, how far down do you want to go in this particular report? 
Do you want to go clear down to the smallest details? 

Mr. Roosrvert. No. I want the general categories. That will be 
satisfactory. 

Mr. Bosto. The general categories ? 

Mr. Roosrverr. Yes. ° 

This morning I think you were here when I asked what the policy 
of the company was with relation to those who were in a position of 
authority in the company with respect to having an interest, direct, or 
indirect, in the companies that received subcontracting or orders from 
Douglas. 

Mr. Bosro. If we know of any, we immediately notify them that 
they have to either withdraw or we take drastic action with them. 

Mr. Roosevect. Is it a part of a printed company policy ? 

Mr. Bosto. Yes, sir. 

Mr. Rooseveit. Could you also submit that? I would like to have 
it for the record. 

Mr. Bosto. Yes, sir. 
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(The documents referred to follow :) 


Santa Monica, CAuir., June 20, 1956. 
Hon. JAMES ROOSEVELT, 
Subcommittee No. 4 of the House Select Commitice on Small Business, 
House of Representatives, Washington, D. C. 


Dear Sm: In answer to questions asked! by you at the hearing held in Los 
Angeles on May 18, 1956, we are submitting the following: 

Six copies of the company policy on affiliations with suppliers, vendors, and 
subcontractors. Attached to copies of this policy are additional copies of ques- 
tionnaires used in connection with the application of this policy. 

The work which would normally be accomplished within our company and is - 
now currently being subcontracted amounts to 14 percent of the company’s total 
direct labor hours. 

Yours very truly, 
Doverias Areerart Co., INe., 
D. J. Bos1o, Director—Materiel. 


MEMORANDUM 
DECEMBER 1, 1954. 


To: Sales directors, operations directors, and general managers and employees 
related directly or indirectly to procurement activities. 

From: Donald W. Douglas. 

Subject: Affiliations with suppliers, vendors, and subcontractors. 


As you know, it has been my policy ever since the company first entered into 
large-scale contracts with the Government at the start of World War II periodi- 
cally to admonish and require all personnel to refrain from any relations with 
our suppliers which might cause either the company or its personnel embarrass- 
ment. This policy was in complete accord with similar procedures later required 
by the armed services. The large volume of military contracts and subcontracts 
presently on the books of the company render it appropriate to make again in 
1954 a survey as to any such affiliations. In addition, the company is most 
anxious to eliminate possible adverse interests in all aspects of its operations, 
and such surveys will be continued. Your cooperation in complying with this 
policy in the past is appreciated and I shall expect continued compliance. May 
I emphasize to all concerned that we must not only guard against any question- 
able procurement activities, but we must exert the utmost effort to prevent any 
unfounded suspicion being cast upon the company or its individual employees. 
I particularly caution you that no gratuities or compensation in any form may 
be accepted from any supplier, vendor, or subcontractor of this company by any 
employee. 

The enclosed questionnaire should be completed by those employees designated 
by the general managers, sales directors, or operations directors as properly 
within the scope thereof. These should include all employees who may influence, 
determine, or make procurement contracts, termination settlements, contracts 
for services, or other procurement activities at all plants and locations, and in 
the field. Sales directors and operations directors will be responsible for secur- 
ing questionnaires from all such employees in their departments, while general 
managers will be responsible for personnel under their direction. Questionnaires 
should be returned promptly to Mr. Berghell’s office, properly executed. The 
completed questionnaires should be accompanied by an appropriate list thereof, 
alphabetically arranged and with a written report from the administrator that 
he has complied with my instructions set forth above. 

These questionnaires will be considered by a committee appointed by me 
consisting of Geoffrey Mayo, financial adviser; Frederick BD. Hines, vice presi- 
dent, finance; and R. C. Berghell, general auditor. Copies of the questionnaire 
may be obtained from Mr. Berghell’s office. 

DonaLtp W. Doveras, President. 
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QUESTION NAIRE 


1. Other than heretofore reported in a previous questionnaire, have you, since 
being an employee of Douglas Aircraft, Inc.— 

(a) owned any stock or been an officer or director in any corporation, 

directly, or indirectly, 

(bd) been a member of any partnership or joint venture, 

(c) been a sole or partial proprietor or owner of any business, or 

(d) been a beneficiary, trustee, or other fiduciary in any trust or estate, 
any of which either directly, or indirectly through another affiliated or closely 
related organization or business, has had any business transactions with Douglas 
Aireraft Co., Inc.? Yes -----. N@wWusss—. 

If so, please state the nature and extent of your interest in such corporation, 
partnership, business, trust or estate, i. e., number of shares, percentage of 
interest, the present status of your interest, and other pertinent information. 
Please also state the nature and extent of the transactions beween such company, 
partnership, business, trust, or estate and Douglas Aircraft Co., Inc. 

2. Please answer question 1, substituting for yourself any relative (including 
your wife) having the same home as yourself. Yes__----. Miia 

3. Except as set forth above, have you had any interest, direct or indirect, 
whether as to royalties, license fees, or otherwise, in any transaction with Doug- 
las Aircraft Co., Inc. during said period? Yes_--~~. aR ary yet ey 


5. Other than heretofore reported in a previous questionnaire, have you, since 
being an employee of Douglas Aircraft Co., Inc., received any gratuity or remu- 
neration in any form whatsoever, or are you a party to an agreement either 
written or oral whereby you may receive any gratuity or remuneration in any 
form whatsoever from, or in connection with, any concern which has had busi- 
ness transactions with Douglas Aircraft Co., Inc, ~-.-------- (yes or no). If 
Fe AVG, GAIN TD Tn. censuses aannniageeaie se ede aaming igre aam eset a aeete 

For purposes of this question, a gratuity shall include anything given or loaned 
by a supplier or vendor which directly or indirectly benefits the employee. 

6. Do you presently contemplate entering into any transaction or relationship 
which, if already entered into, would be required to be disclosed in response to 


The statements made herein are true and accurate to the best of my knowledge 
and belief. I understand that the making of any misstatements or the failure 
to disclose material facts will subject me to disciplinary action. 
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(Title if any) 
RPMIUNE 5 ix a beeen teeta ack ttestm kdtecnte 19 


Witness: 


Date of witnessing :.......__-__ 
(If additional space is needed, attach separate sheets.) 


a Roosevett. I presume you also, then, live up to Public Law 
436? 

Mr. Bosto. Right. 

Mr. Roosevert. I think that is all, Mr. Chairman. 

Mr. Streep. I don’t know if this is a fair question or not. Tf it is 
not, you can ignore it, but can you tell us about the volume of business 
that your company is ‘doing now, that is, Government or military busi- 
ness as against commercial business. 
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Mr. Bosio. It is in the neighborhood of 80 percent military and 20 
percent commercial. 

Mr. Sreep. Now, in making up these charts, I assume that you 
lumped all of your company’s business together ? 

Mr. Bosto. Yes; we did. 

Mr. Steep. Did you have any way of knowing whether or not the 
percentages ran about the same for commercial as for military ? 

Mr. Bosto. No; we don’t. 

Mr. Sreep. Which category ran the highest? 

Mr. Bosro. It was the highest in the military. The reason for that 
is on the commercial airplanes we have to buy the engines, the pro- 
pellers, and all of the instruments which are normally Government- 
furnished equipment on the military airplane, so the percentage would 
be scnieherebiy higher on this if we excluded all of those. 

Mr. Streep. The modifications or change orders or improvements, 
or whatever you call this constantly changing situation in the manu- 
facture of aircraft, is not as sudden or as constant or as great in com- 
mercial craft as it is in military; is it ? 

Mr. Bosto. Yes; I think it is. The customers each want their own 
configurations, so we have quite a bit of change, but. we don’t get into 
the change like we do with military aircraft where the combat condi- 
tions change, and the changes affect the whole military concept of the 
craft. You have to really make some basic changes when you get into 
that picture. 

Mr. Sreep. Well, now, you also are somewhat at the mercy of the 
improved facility in your powerplants and you are compelled then 
to make the airplane revisions or changes in accordance with any 
marked change in powerplants to propel these machines in those 
powerplants, aren’t you? 

Mr. Bosto. That is true. 

Mr. Streep. In other words, this major control factor on a radical 
change in any type of aircraft hinges more on the powerplant than it 
does on anything else ? 

Mr. Bosto. This is true, and also on the military we find new mate- 
rials are coming in which are quite different than the materials we 
have been using in the past. 

Mr. Streep. Some mention was made of that earlier. How expen- 
sive is this new metal pa of this aircraft industry going to become? 
Do you have any idea? 

Mr. Bosto. I think there is going to be more drastic changes made 
between the airplanes of today than there was made between the so- 
called cloth-and-wood-and-wire airplanes to metal. 

Mr. Streep. Now, what about the sources of supply of this new 
metal? Do you have any information as to the plentifulness of these 
new metals—— 

Mr. Bosto. No; I don’t. 

Mr. Sreep. Or anything being done to make the supply of them 
sufficient ? 

Mr. Bosto. No; I don’t 

Mr. Sreep. The easy thing to think about is we are generally 
familiar with the expansion of the production in the aluminum in- 
dustry, and thinking in terms of tonnage that the aluminum industry 
has to produce for aircraft, it is a little ae for a layman to visualize 
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just what might be entailed in terms of total production if you went 
to some new metals. 

Mr. Bosto. Some of the new metals are in aluminum, however. 

Mr. Steep. I think you lost me there. 

Mr. Bosto. Well, like for instance, you have titanium and some of 
the new aluminum alloys that are coming up which are quite different 
than the present-day alloys we are using, and they require different 
types of handling, different type of heat treatment. There will be 
entirely different types of techniques used in the manufacture. 

Mr. Roosrveitr. Mr. Chairman, I have one more question. 

Mr. Bosio, are you familiar with the Department of Defense Instruc- 
tion No. 4100.9 ¢ 

Mr. Bosto. 100.9? 

Mr. Roosrverr. No. 4100.9. 

Mr. Bosto. 4100.9. I don’t reeall it by that number; no. 

Mr. Roosrverr. The previous one, I believe, was 4100.10 and it is 
headed—the first one is the subject of Revised Department of Defense 
Small Business Policy, and this one which was issued November 14, 
1955, is Cooperation With the Small Business Administration. 

Mr. Bosto. Yes. 

Mr. Rooseveit. Have you ever sat down with the representatives of 
the Defense Department and worked out in detail with them the pro- 
cedures under which the various contracts that are in force in Douglas. 
today that you have designated was possible or properly should be 
made available for small business to bid on? 

Mr. Bosto. We have gone over this and have implemented it to the 
extent practicable. 

Mr. Roosrveit. Would you describe to me how you have done that? 

Mr. Bosto. It has been a progressive—as I say, it has been a pro- 
gressive sort of a thing, because we started with this thing in 1953 and 
the first thing we did was to survey our sources of supply to find out 
whether they were big or small. . Then we have implemented lately 
here, we have set up a coordinator for small business and we have 
appointed seven small-business coordinators in the purchasing de- 
partment. 

We believe that the eloser you get to the actual buying level where 
the buyer knows the source of supply, the better off you will be. We 
haven’t written all of our detailed instructions yet because we are still 
learning. As soon as we get all of the bugs washed out, then we are 
going to sit down and procedurize them, but: we haven’t done it yet. 

Mr. Roosevett. Well, now, this came in December of 1954, the 
original program. 

Mr. Bosto. That is right. 

Mr. Roosrvetr. That is a year and a half ago. 

Mr. Bosto. Yes. 

Mr. Roosrvetr. Have you today a list available that I could look at 
as to the specific items that had been agreed upon by the Department 
of Defense or the Air-Foree and-yourself ? 

Mr. Bosto. No; we have not done that. 

Mr. Roosevetr: A year and a half has gone by aiid you haven’t 
done it? 

Mr. Bosto. No. 

Mr. Roosrvert. Don’t you think a year and a half is enough time 
to put this directive into effect? 
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Mr. Bosto, Is that a directive? 

Mr. Roosevert. That is a directive. It is headed “Department of 
Defense Directive.” 

Mr. Bosto. No, I don’t think it is long enough. I think it takes a 
hittle longer than that. 

Mr. Roosrveut. How long is it going to take? 

Mr. Bosto. Maybe, I think, another 6 months from now. 

Mr. Roosreveit. Six month from now? If 1 come back 6 months 
from now, you will have a proper implementation of this directive ? 

Mr. Bosto. I think we will. 

Mr. Roosevert. I might be back. 

Mr. Bosio. All right. 

Mr. Roosevett. I think that is all, Mr. Chairman. 

Mr. Sreep. I want to finish what I started awhile ago and I forgot 
to follow it through. 

In this changeover to new metals and new processes, are you in a 
position to give us any information as to what impact that may have 
on small businesses? Are those changes the sort of thing that will 
have to be your in-plant action or is it susceptible to small-business 
action ¢ 

Mr. Bosto. I think a lot of the new materials, we will have to find 
out first by processing them ourselves as to how to work them, how to 
heat-treat them, what to do with them, and then later on as we de- 
velop processes standards, then we can pass out these processes stand- 
ards to the small-business people and tell them, “This is the way it has 
to go.” 

We also have to work with a lot of laboratories on the outside, so 
that the small vendors can go to these laboratories to get the service 
for them. ; 

Mr. Streep. Why I asked that question is that, in our previous trip 
out here I was in.a number of small plants where they specialized in 
certain metal processing. I don’t know enough about it to tell you 
what they were doing, but they were performing certain work on the 
metal. They were doing some marvelous things with aluminum. The 
he bit I saw, and I didn’t understand it, but it seemed to worked all 
right. 

I am just wondering whether a plant like that with a lot of that 
special equipment would be susceptible to these new processes or 
whether they would be faced with a proposition of turning out the 
equipment to replace them. 

Mr. Bosto. I can tell you a story that happened on magnesium. 

We had all of our process people investigating the magnesium form- 
ing. One day a new vendor walked in and said, “I would like to get 
some defense contracts.” We had some magnesium parts that we 
wanted to have formed. He says, “Oh, that is very easy todo. I can 
draw magnesium 8 to 10 inches deep over a 16-inch radius.” 

We found out that he could. He had a method of doing it. So 
sometimes you find out from these outside sources methods that we 
can’t even discover, but this is more of a matter of happenstance. 

Mr. Steep. The point I am making is: A man already equipped to 
bend aluminum where he-heats it and freezes it and that sort of thing, 
and has special machinery for that, work, do you know enough about 
these new types of metals you are talking about to know whether 
or not a’ man so equipped would have to install new equipment? 
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Mr. Bosto. I don’t think it will take new equipment, but I think 
it will have some additional techniques that he will have to have. 
Mr. Sreep. In other words, this changing to new metals would not 
pose a threat of putting a man of that sort out of business necessarily ¢ 

Mr. Bosio. No, not necessarily. 

Mr. Stexp. Mr. Biseailuz, do you have any questions? 

Mr. Biscatiuz. I have no questions, but I believe the photographers 
wanted a moment, if they could, to take pictures. 

Mr. Sreep. Under the rules of the House, we can’t permit pictures 
to be made while witnesses are testifying, and since we have now 
finished, we customarily take an unofficial recess to accommodate the 
photographers, if you have no objection. 

Mr. Bosto. All right. 

(Recess. ) 

Mr. Streep. Mr. Bosio, before you leave, I want on behalf of the 
committee, to express our appreciation for your coming here and 
helping us with this little study, and it may be that some other people 
in your organization may want to make some comment about other 
phases of these hearings, and if so, we would be glad to have any 
material of that sort sent in that you would like to have in the 
record. 

Mr. Bosto. There is one thing that we might say. The Aircraft 
Industry Association, which has all of the members of the aircraft 
industry, prime contractors, has had this small-business thing under 
consideration and we have been working on it. 

One of the things that has delayed this program somewhat has 
been the lack of a formal reporting method. 

We would like to get a formal reporting method so that we would 
all be on the same basis and I think we would be a lot more accurate 
if we have a common reporting system. 

I understand that there was a meeting today or yesterday—or last 
Friday—trying to get a report, approval of the reporting method, 
which would be compatible to all. 

Mr. Roosrvetr. Well, when you do that, you are called into consulta- 
tion with the Defense Department officials, is that correct ? 

Mr. Bosto. With the Air Force and the Navy representatives. 

Mr. Roosrvetr. They are trying to work out a uniform method—— 

Mr. Bosto. Yes. 

Mr. Roosgvetr. Between all of the services ? 

Mr. Bosto. Right. 

Mr. Roosrvetr. Have you consulted with small-business contractors 
also——- 

Mr. Bosto. Yes. 

Mr. Roosevetr. With relation to this reporting method? 

Mr. Bosto. I think it has been coordinated with the SBA. 

Mr. Streep. Thank you very much, sir. 

Our next witness is Mr. McLarnan. 

If you will please identify yourself for the record, Mr. McLarnan. 


TESTIMONY OF DONALD McLARNAN, REGIONAL DIRECTOR, SMALL 
BUSINESS ADMINISTRATION, LOS ANGELES, CALIF. 


Mr. McLarnan. Iam Donald McLarnan. I am regional director of 
the Small Business Administration for southern California, Arizona, 
and Clark County, Nev. 
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Mr. Streep. You have heard the proceedings here today and you are 
dealing with the small-business community here in this area. Can you 
give us any information as to the general picture as to the economic 
health of the small-business people engaged in the aircraft industry ’ 

Mr. McLarnan. Well, of course, as you know, the Small Business 
Administration is a service agency of the Government, and, as such, 
our duty is to contact all segments of small business and be of as much 
assistance to them as we can. 

We confine our activities to procurement, management, and techni- 
cal assistance and, of course, financial assistance. 

I would say that 1 believe the figures will show that the industry, as 
such, is in good shape, probably as good a shape as it has ever been in 
the history of the country. 

There are problems, however. 

I would be glad to answer any specific questions. 

Mr. Sreep. If by category you can comment on what we would term 
“small business engaged in aircraft industry” as against small business 
etna is the request for financial aid to your office normal or high 
or low 

Mr. McLarnan. I would say that is high, and the reason it is high 
is because we are making every effort to let all of the small-business 
community know the services that we render and they are coming to us 
more and more and, of course, dne of the major reasons that they come 
to us is beeause many of them need working capital and some of them 
have problems that are inherent in any business. Our administration 
went to the Department of Defense with some of the problems, which I 
believe resulted in the directive that Congressman Roosevelt cited, and 
that directive was issued by the Department of Defense and it has been 
implemented, and I would say that the men in the various branches of 
the services have tried to see that it works. 

It is something that takes time, and they are constantly working with 
us. We have had excellent cooperation from Douglas and North 
American in that regard. 

They just called us recently—North American called us and they 
wanted some highly secret manufacturers, that is, men that have been 
cleared for secrecy for purposes which they didn’t disclose to us, but 
at least we were able to supply them with four small-business manu- 
facturers, firms who had never contacted them, and that is just one 
illustration of the many cases where we are able to take our people, 
if we know about them, and we act as a kind of clearinghouse, you 
might say, and lead them to the prime contractors and in addition to 
that, we register their facilities so that they are advised. We try to 
get them on all of the bidders’ lists. 

We heard a witness this morning testify that he was on 1 or 2 bidders’ 
lists. That isa mistake. He should be on 8 or 10 lists. 

Those are the facilities that are available to them. We do every- 
thing humanly possible to make that information known to them. 

The small-business man I speaking of, as they learn of the work of 
this agency, are coming to us and it 1s very beneficial to them. 

Mr. Streep. In any of your loan activities, have you had this problem 
with any of your clients: Is renegotiation upsetting their financial 
structure? 
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Mr. McLarnan. Well, we hear many, many complaints from our 
small-business men, some of which are justified and some of which 
are probably not justified. 

Renegotiation seems to be a very bitter pill with them. They also 
complain that as they have grown and progressed.in the last 5.or 10 
years, they keep claiming that they are doing better and better, but 
due to the tax structure they have not been able to accumulate the 
funds which we normally call working. capital, and as a result of 
that, why, they do complain of renegotiation and the lack of working 
capital due to high taxes. 

Mr. Srexep. If you are considering a loan application for a working 
capital from some small plant, the fact that he is subject to renego- 
tiation, does that complicate your analysis or consideration of his 
application in any way ¢ 

Mr. McLarnan. No, I don’t believe that that would be a serious 
consideration with us. The main thing that we look for is: Does the 
applicant have collateral and, secondly, does he have the ability to 
repay the loan from earnings, and the fact that he is low in working 
capital may be due to those causes that we have just mentioned, but they 
don’t enter into our consideration with regard to making the man a 
loan. 

Mr. Srerp. In particular regard to the aircraft-type small-business 
man or the man in the aircraft industfy, in any of your loan applica- 
tions, do you feel it necessary to consider the contract he actually has 
in hand, or do you take into any consideration the probably future 
of the industry as a whole and his ability to keep working in that 
industry ¢ 

Mr. McLarnan. That is a difficult question to answer. It is a ques- 
tion that comes up in the lending field no matter whether you are in 
Government lending or in banking. That is, how- much weight do 
you put on future business or future earning abilities. I would say 
that the man’s past record, his ability to earn a profit over a period of 
3 or 4 years, is probably the best test of his ability to repay a loan, 
and if he has hopes and ambitions of more business, why, you can give 
that some consideration, but that would be slight unless the business 
was actually contracted for and it was a fixed deal and not just words 
and expressions; hopes and desires. 

Mr. Streep. Well, what I had more particular reference to is that 
you have to take some calculated risks that there will be a certain 
volume of work in the whole industry itself before you could inter- 
polate his probable chance to receive his fair share of whatever work 
was available. 

Mr. McLarnan. Yes, sir. Under that type of definition, the way 
you express it that way, we are not afraid to take a risk. We are not 
afraid to take a normal business risk, and we try to use good judgment 
and still not be so conservative that we can’t make any loans. 

Mr. Strep. The comment a while ago about the changing in the 
types of metals and types of processes indicates that these small-busi- 
ness men have the same problem everybody else has of having to retool 
or add on new facilities or make other changes in order to stay in.busi- 
ness. 

In your loan-application field, do you run into a very large amount 
of that sort of need ? 
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Mr. McLarnan. Well, the purpose for which loans are sought does 
include to a substantial degree the request for money to purchase addi- 
tional equipment, and in many cases they do need additional equip- 
ment because they are attempting to keep up with modern technology, 
so the answer would be yes, that we do have requests for money for 
that type of loan. 

Mr. Streep. Now, are you in a position to say that that type of prob- 
lem is becoming larger or is it steady ? 

I ask that question because we have had some testimony here that 
higher speeds and other technological advances indicate that there will 
even be a more radical change in the future in new metal techniques 
than there has been up to now. 

If that is so, I was wondering if it manifested itself very much 
already in the small-business field. 

Mr. McLarnan. Yes. It has manifested itself in that way, and that 
is why we perform one of the most valuable services we render, which 
is counseling. 

Now, we don’t take the place of private management consultants. 
In fact, we don’t take the place of any people engaged in private enter- 
prise, but we do find that these smaller business men need to be in- 
formed on matters pertaining not only to accounting but all segments 
of the management problem as it pertains to running a corporation, 
and that includes research and development, and that we encourage 
these small-business men to attend classes, of which there are many in 
Los Angeles. There are many available, and we encourage that. 

We also, of course, carry our own well-known management seminars 
at the University of California at Los Angeles and others in Arizona 
and elsewhere around the United States, and the purpose is to have the 
small-business man able to compete with the bigger man by knowing 
the newer things that are coming on. 

Mr. Streep. Do you have any questions, Mr. Roosevelt ? 

Mr. Roosevetr. Thank you, Mr. Chairman. 

Mr. McLarnan, first let me say that I, for the record, want to express 
my appreciation to you for the cooperation which you have given to 
this committee and I think you have done a fine job within the limits 
imposed upon you by budget and other circumstances in the office here. 

However, for the strict purpose of this subcommittee, I would like 
to ask you some specific questions with relation to this directive, No. 
4100.9, of November 14, 1955. 

Mr. McLarnan. Yes, sir. 

Mr. Roosrvetr. In section 4—I don’t know whether you have a 
copy. If you haven't, maybe I can dig one up for you. 

Are you familiar enough with it to be able to follow me on it? 

Mr. McLarnan. ‘Yes. 

Mr. Roosever. In section 4, item A, the statement is made that the 
Small Business Administration shall be afforded a cooperative oppor- 
tunity to discover and secure the listing of small-business sources for 
such items as provided im detail in section 5-C of the Department of 
Defense Directive 4100.10. 

Have you such a list available at this time? 

Mr. McLarnan. Yes, sir. The liaison officers that you referred 
to, the various companies have set those liaison officers up and we 
have had good cooperation from them. We have had excellent co- 
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operation from the major prime aircraft companies and the best. part 
about the answer is that our liaison is getting better all the time. 

It takes time to implement these things. The Air Force have been 
especially cooperative with us. We have excellent cooperation and 
contacts with them and we are even getting better results with them. 

Mr. Roosrvetr. Have you on that chart behind you there, the 
Douglas chart, checked that information for accuracy ¢ 

Mr. McLarnan. We haven't audited their books, but we know this 
much : that we have a very sensitive barometer in our office in this way : 
that when these small-business men come in and complain to us, we 
thereby know who is doing a good job and who isn’t, and in that way 
we have been able to determine that North American and Douglas, 
especially North American, have done an exceptionally good job in 
their work with small business and they take pride in the fact. that 
they do it not on a charity basis but on the basis that it is good business, 
and of course that is the approach we take. 

We are not trying to encourage small-business men in the small- 
business community who are incompetent or anything like that. We 
are merely attempting to see that legitimate small-business men get 
their fair share of the business. 

Mr. Roosrveur. When you have singled out these two companies, 
and I would agree with you that I think they have done an outstanding 
job, would you say there was somewhat of an uneven performance 
throughout the industry and we might improve it with a little effort ? 

Mr. McLarnan. I think there is always room for improvement. 
I think all of the companies are attempting to follow these orders. I 
think perhaps some of them have implemented their orders a little 
better than others. 

I think some of them have cooperated a little better than others, 
but in saying that, there is no inference that the ones who haven’t 
earned that commendation are derelict in their duty. 

Mr. Roosrvetr. Do you try to get the Department of Defense to 
assist you where you feel you are not getting the satisfactory degree 
of cooperation ? 

Mr. McLarnan. Yes, sir. Yes, sir; we have been very successful. 
I would like to explain that. 

It isn’t all a bed of roses as this may sound. The fact of the matter 
is that high policy is issued in Washington and then implemented, 
and as it filters down these things finally end up and have to be carried 
out by people, even to the extent of one or two people, one may on 
behalf of the small-business man and the other man who is sitting 
on the other side of the desk as a representative of the Air Force or the 
Navy or the Army or whatever the case may be, and they have dif- 
ferences of opinion. They have many differences of opinion, and 
that is where we come into the picture. 

We come into the picture by rendering a service so that their diffi- 
culties are resolved quickly and without additional cost to the tax- 
payer. In other words, by implementing these things and getting 
the job done, we actually save the taxpayer many, many thousands 
of dollars. The employer is better off because he gets a contract, and 
the employees, who are not a minor part of this thing, are much better 
off because they get to keep their jobs, and that is a very important 
service that we render that is frequently overlooked. 
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Every time you get a job, and I don’t know how many millions of 
dollars we got last month, but there a few months ago we got $8 
million worth of business for a small-business man here in contracts, 
varying $10,000, $20,000, $30,000, $40,000, $50,000, and every time one 
of these little-business men gets a contract, right at that time he may 
be right at the point of just breaking even and by getting that extra 
$20,000 or $30,000 in contract, his company then shows a small profit 
and he is able to keep many employees at work, which is quite im- 
portant to us. 

Mr. Roosevetr. In general, you would agree that the small-business 
man is having a problem to do a little bit better than break even? 

Mr. McLarnan. No; I wouldn’t say it that way. I would say that 
the small-business man always has to meet. competition, and competi- 
tion is tough anywhere and right here it is extremely tough, and 
that is not to be interpreted as saying that business is bad. 

I merely say that a small-business man has to meet competition 
and keep his people employed any pay his rent or, if he has a build- 
ing to amortize his building and his machinery and that sort of thing, 
so it is a very complex problem and it is a very difficult problem, and 
when he comes to us, we are able to assist him. 

We have literally stacks of files which the small-business community 
have written to us unsolicited that consist. of letters thanking us for 
the work that we do. 

Mr. Roosrveitr. Mr. McLarnan, to get back to the directives, have 
you completed a mobilization planning chart as required in the 
directive ? 

Mr. McLarnan. Yes, sir. 

Mr. Roosrverr. Do you have that ready at this time in your De- 
partment ¢ 3 

Mr. McLarnan. Yes, sir. We not only have it, but we have reloca- 
tion centers, and they are, of course, secret, but we have done all of 
that work, including the photography that goes with it, and the safes 
and the teletypes and all the rest of that that are necessary in con- 
nection with that. 

Mr. Roosevett. In relation to paragraph 4-C, the joint Small Busi- 
ness Administration-Department of Defense set aside for small-busi- 
ness programs, on your level can you tell me how far that has been 
implemented at this time? 

Mr. McLarnan. Yes, sir. We have a man who rides circuit. He 
goes around to these various installations around here. The military, 
the Department of Defense, have set up a desk and a telephone for 
him, and they are working closely with him. We hope to greatly 
expand that particular activity. 

Mr. Roosrve.r. In other words, you would not say that it was oper- 
ating as possible peak efliciency at this time? 

Mr. McLarnan. I would say that it is operating at the peak of 
efficiency that we are able to operate it at this time, but that it is 
going to become more efficient. 

Mr. Roosrveitt. How far done is the job, in your opinion ? 

Mr. McLarnan. Well, for example, we continually solicit more 
and more work and are getting so that I couldn’t give you a percentage. 

Mr. Roosevetr. All right, In the total small business set-aside, can 
you give me any figures in round numbers as to the total small business 
set-aside on this level that you have been able to achieve? 
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Mr. McLarnan. Well, I can, but, if I may, I would rather have 
that information supplied to you by our Washington office, who have 
a department that do nothing but keep books on that, whereas my 
people are all 

Mr. Roosrvett. Doesn’t your Washington office have to get the 
information from you here in Los Angeles? 

Mr. McLarnan. Yes, they do, but they correlate it. 

Mr. Roosrvett. What do you mean by “they correlate it”? 

Mr. McLarnan. They give it to you in a more readable form and a 
more intelligible form. 

We give them long charts of data and I believe that Washington 
could supply you with that information to serve your purposes. 

Mr. Roosrveir. Let me read you the sentence: 





The entire amount of a procurement shall be set aside for the exclusive par- 
ticipation of small-business concerns when such action is determined by a repre- 
sentative of the Small Business Administration and the contracting procurement 
agency, or in the event of the nonavailability of a Small Business Administration 
representative, it is determined by the contracting procurement agency. 

Now, in this instance, you are set up to do that in this area; isn’t 
that correct ? 

Mr. McLarnan. Yes, sir. 

Mr. Rooseveir. Well, can’t you give me a round figure of your total 
procurement set-aside on a total basis? 

Mr. McLarnan. $800,000 last month. 

Mr. Roosevett. $800,000 last month ? 

Mr. McLarnan. Yes. 

Mr. Roosevett. Is that an average month ? 

Mr. McLarnan. No. That is what we had set aside last month, and 
it varies. It is like everything in this business; it goes up and down. 

Mr. Roosevett. What is an average month ? 

Mr. McLarnan. A million dollars. 

Mr. Roosrvetr. About a million dollars in this area ? 

Mr. McLarnan. That is set aside, yes, per month in this particular 
area. 

Mr. Roosevett. As of the present, now ? 

Mr. McLarnan. Yes. 

Mr. Roosevetr. A million dollars as against the total expenditures 
in this area of about how much ? 

Well, taking the two companies this morning, in excess of $400 
million ? 

Mr. McLarnan. I know that those figures aren’t included in what 
Douglas and the rest of them set aside for small business. These are 
just figures that we ourselves set aside. 

Mr. Roosrverr. Aren’t the figures that you send to Washington 
arrived at through your inspection and work with Douglas and other 
companies ¢ 

Mr. McLarnan. May I ask him? 

Mr. Roosrvett. Would you identify yourself if you are going to 
give the testimony ? 

Mr. McLarnan. I don’t want him to give the testimony. 

Mr. Roosevett. Very well. Youcan confer with him. 

Mr. McLarnan. He can confer with me? 

Mr. Roosevert. Yes. 





SOR te 


Ta 


DET SNe C2 STINE 8 








UB AO 


GSE 


Si Ai Sa wind 


SAAN ni STS 


AIRCRAFT INDUSTRY 63 


Mr. McLarnan. Will you bring that chair over here? 

I thought we could supply the data later, because I wasn’t prepared 
for that particular type of question. 

Mr. Roosrvett. 1 won’t have a chance to question you about it if 
you do it later. 

Mr. McLarnan. Congressman, my answer was correct, and that is 
that the figures that I just gave you are the figures which were set 
aside by personnel in our office for small business, and when a large 
prime contractor like Douglas or North American buy from small- 
business men that their figure is not included in our figures. In other 
words, our set-asides are something that are directly traceable to the 
activities of ou agency here in this particular community with the 
contracting officers. 

Mr. Steep. In other words, this million dollars is military procure- 
ment where the person, the small-business man who gets that busi- 
ness, is a prime contractor ? 

Mr. McLarnan. One of our men from our office goes out to the 
various bases out here, and in talking with the military personnel 
out there he says, “Can’t we set aside a certain amount of this par- 
ticular contract for that particular contract for the small-business 
community,” and they Seiilon it in the affirmative and that is set aside 
then for the small-business man. 

Mr. Roosrvetr. Now, so I can clear it up, maybe I think we have a 
misconception of these Department of Defense instructions. 

The latest, I believe, is the April 19, 1955, one; isn’t that correct? 

Mr. McLarnan. Yes. 

Mr. Rooseveur. Do you consider those to be applicable to your 
agency only where there is direct purchase by the Department—is that 
correct—and not where the prime contractor is making the sub- 
contract ? 

Mr. McLarnan. Would you repeat that question, please ? 

(Whereupon the question was read by the reporter.) 

Mr. Roosrvett. In other words, if Douglas is the prime contractor, 
you don’t consider that these directives apply to your supervision of 
Douglas’ subcontracting or North American’s subcontracting ? 

Mr. McLarnan. Well, that is a difficult question to answer the way 
you have put it, because, naturally, these directives apply to the ones 
to whom they are sent, and my answer was merely to give you an esti- 
mate of the dollar volume of the set-asides that our agency made 
itself, but not to interpret 

Mr. Roosrvett. But those were entirely, as I understood your testi- 
mony, set-asides resulting from direct purchase by one of the Depart- 
ment of Defense agencies and not through one of the prime contractors. 

Mr. McLarnan. That is right. 

-_ Roosrvett. Now, in paragraph 4-A of the April directive, it 
says that 








the military department shall insert in all cost type and fixed-price supply or 
service contracts and in all construction contracts in amounts exceeding $5,000— 


and it gives an exception— 
a clause requiring the contractor to subcontract to small-business concerns the 


maximum amount that that contractor finds to be consistent with the efficient 
performance of his contract. 
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Do you consider that that instruction — to your supervision 
of North American or Douglas or any of the other prime contractors 
in the area ? : 

Mr. McLarnan. Well, Congressman, that is a question of policy 
that I think our Washington office can answer better than I can. 

Mr. Roosrvetr. No, sir. You carry out the policy of the Wash- 
ington office. 

Do you consider it and do you carry it out here on this level? 

Mr. McLarnan. We do not police Douglas and North American 
and their individual contracts in that particular way ; no, sir. 

Mr. Roosevetr. Now, on partial small-business set-asides, have you 
any figures available on those ? . 

Mr. McLarnan. No, sir. 

Mr. Roosrve.t. Can you tell me what machinery you have at the 
capone time and in operation with respect to these partial small- 
business set-asides ? 

Mr. McLarnan. All of ours so far have been 100 set-asides. 

Mr. Roosevettr. You have no partial set-asides so that that part of 
the directive is not in operation in this area ? 

Mr. McLarnan. That is correct. 

Mr. Roosevetr. Have you any plans to put it into effect ? 

Mr. McLarnan. We hope that it will be in effect ; yes. 

Mr. Roosevett. Well, a hope doesn’t get very far. 

Have you any plans to put it into effect ? 

Mr. McLarnan. Yes; we do. 

Mr. Roosrvett. How do you plan to put it into effect ? 

Mr. McLarnan. Well, our engineers go around to these various 
plants and by discussing these things and discussing them with the 
contracting officers we feel certain that all of the various phases of 
that directive will be in operation 100 percent, but, as you know, it 
was just issued recently and it takes time for those directives to filter 
down through the services, and they aren’t operating at least in that 
particular category 1,000 percent right at this moment. 

Mr. Roosrvetr. Mr. McLarnan, you have been in this job quite 
awhile. The first directive came out on December 16, 1954, and it 
contained that instruction. The next one came out in November of 
1955, and the last one in April of this year. That is a year and a half, 
and it seems to me that the feed line is a little slow, implementing 
these things over that period, and if small business is really to get 
its maximum share it becomes really the responsibility of the Govern- 
ment because of the fact that these are taxpayers’ dollars; that the 
Congress has set out a policy, as you know, in both the Appropriations 
Act and in the authorizations as to its overall desire, and it seems 
to me that we have been a year and a half without getting these thin 
implemented, and they are all down in writing and I would merely 
urge at this time that I think that the reasonable time limit is running 
out under which they should be fully iaplemented. 

Would you not agree, Mr. McLarnan ¢ 

Mr. McLarnan. I do, sir, indeed. The main thing is that the result 
is being achieved, but not perhaps in the manner in which you sug- 
gest that it should be. 

Mr. Roosevett. Well, I don’t make the suggestion. This is a De- 
partment of Defense directive. I didn’t write it. 
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Mr. McLarnan. The industry itself is implementing that, and we 
have reason to believe that a suok job is being done. 

Mr. Roosevett. Well, when you say you don’t police it, it would be 
a little hard for me to accept your view that you really knew it was 
being done. 

Mr. McLarnan. Congressman, do you realize the import of your 
suggestion ? 

If we were going to police all of these members of the aircraft 
industry and all other segments of the small-business community, and 
I believe that I can conservatively say that there are 17,000 businesses 
in this general area, I am not prepared to perform that kind of service 
at this time. 

Of course, we are very ambitious to do it and we will do it within 
our capabilities, but I think you understand that that would take a 
much bigger agency than we have. 

Mr. Roosrvett. Then, maybe a better system has to be brought up. 
I would refer you to the testimony that Mr. Marschalk gave this morn- 
ing in relation to the total earnings of the top few corporations as 
against the total earnings at the bottom, which would show that be- 
cause this is not being done, because we are not pushing the opportu- 
nity of small business, particularly where a large proportion of this 
is taxpayers’ dollars, that the small-business share of it, instead of 
expanding, is changing, and that therefore it becomes imperative that 
we do something to implement these directives, which are written for 
the purpose of expanding small businesses’ share and that if, as I think 
you have made clear to us, it is not being fully implemented today, 
that we pick up speed and put them into operation at the earliest 
possible time. 

Mr. McLarnan. Thank you. 

Mr. Roosevett. That is all, Mr. Chairman. 

Mr. Steep. Mr. Biscailuz, do you have any questions ? 

Mr. Biscatrtuz. Yes, Mr. Chairman; I have one question. 

Mr. McLarnan, does your agency keep a record of all small busi- 
nesses that have been forced to go out of business or into bankruptcy ? 

Mr. McLarnan. No; the record of bankruptcies is kept by a differ- 
ent department of the Government. We don’t keep that statistical 
information. 

‘Mr. Biscarivuz. I wondered if you actually did have a record of small 
business for your own statistics as a guide as to how well small busi- 
ness is doing in this area. 

Mr. McLarnan. Well, we have access to that information and we 
know that if you took the last 5 years as an example, that business is 
better now than it was on any of the average years, with the exception 
possibly of last year, and it is still above the average of that. 

Mr. Biscattuz. Do you know how well the small businesses in the 
aircraft industry are doing? What is the ratio, if you know? 

Mr. McLarnan. The ratio going bankrupt ? 

Mr. Biscattuz. Yes; the ratio per month or whatever you may have. 

Mr. McLarnan. Very, very low. It is extremely low. 

Mr. Biscamvz. In other words, most of them are keeping their 
heads above water in the aircraft industry, that is, small businesses? 

Mr. McLarnan. I would say that most of them are; yes. In busi- 
ness, in any time in the history of the country, we have had someone 
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making a let of money and somebody going broke. That is true in 
our capitalistic system, 

Mr. Biscaitvz. In your opinion, is most of it due to inefficiency or 
other factors, that is, going out of business ¢ 

Mr. McLarnan. On going out of business, Dun & Bradstreet keep 
a very accurate record of the reasons why businesses fail, and in- 
efficiency is one of them, lack of know-how. There are any number 
of reasons why businesses fail. 

Mr. Biscaituz. Would you say that also applies to the aircraft in- 
dustry ? 

Mr. McLarnan. It certainly does. 

Mr. Biscattuz. That is, with reference to small business? 

Mr. McLarnan. Lack of management know-how. You can’t blame 
this all on the primes. The reason that some of the subcontractors 
go out of business is because they don’t have a well-rounded manage- 
ment team. 

In big business they have an accounting department, they have 
quality-control divisions, they have all of the various divisions and 
segments that go into making good management. Small businessmen 
don’t have those. 

He does take advantage and make the best of the services which we 
render and which help him, but even so, there are persons in the 
small-business community who will decide to go out of business. 
That doesn’t necessarily mean that they go broke. They just decided 
that they are not making as much money as they would like, and they 
sell out. 

Mr. Brscariuz. I believe that is all. 

Mr. Roosevett. I have one more question. 

Mr. McLarnan, section 203 of the Smali Business Act of 1953, as 
amended, I believe, gives a definition of “small business.” To your 
knowledge, is that being followed strictly—not by these two com- 
panies that you have been talking about today—but generally 
throughout the industry ? 

Mr. McLarnan. Yes; our agency is constantly studying the prob- 
lem of what is small business and we go to various industries and ask 
them what is small business in this particular business, and we have 
recently published in the Federal Register a definition as to what we 
consider small business, and that is constantly being revised as need be 
so that we can perform the maximum service to the small-business 
community, and it is being followed; yes, sir. 

Mr. Roosevetr. In relation to the certificates of competency, how 
many certificates of competency in the aircraft industry has your 
office issued, roughly ? 

Mr. McLarnan. Well, we haven’t issued very many, Congressman, 
because we take pride in the fact that when those small-business men 
come to us and tell us the difficulties that they are having, I am ex- 
tremely fortunate in having some unusually good engineers, and by 
counseling with those small-business men we can frequently suggest 
where, if they follow certain suggestions, that in all probability the 
contracting officer will amend his report so that a certificate of com- 
petency will not be necessary, so we haven’t issued very many certifi- 
cates of competency. 
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Mr. Roosevetr. Have you had what you consider as a cooperation 
in implementing the paragraph which says: 

Procurement information required by the Small Business Administration for 
the purpose of its referral program primarily on procurements where there are 
insufficient small-business sources shall be made available to the Small Business 
Administration on request. 

no you satisfied with your cooperation with the Defense Depart- 
ment ? 

Mr. McLarnan. We have had excellent cooperation on that score. 

Mr. Roosevetr. That is all, Mr. Chairman. 

Mr. Streep. Mr. McLarnan, you were with the committee at the time 
we made the study out here about 3 years ago. 

Would you care to comment on whether or not—I am referring now 
to the aircraft industry; at least, that part of the economy out here— 
is the situation, in your opinion, better or worse now in terms of what 
it means to small business ? 

If it is either way, could you give us some of the major factors that 
you think have brought about the change? 

Mr. McLarnan. Yes; I think the situation is much better than when 
you were here before, Congressman Steed, for the simple reason that 
these various directives that you have inter rogated me on have had a 
very salutary effect not only on the large prime contractors but on all 
people connected with the aircraft industry. They have begun to 
realize that we are making a conscientious effort to be of assistance to 
the small-business man and they have a place to go. They have a 
place to come to. The small-business man has a place to go when he 
needs help, and the large prime contractors, they come to us as I have 
cited here, and I could give other illustrations. They come to us when 
they need qualified small-business men, and acting in this capacity as 
a clearinghouse, I would say that it has been a benefit to all segments of 
the aircraft industry. 

Mr. Streep. Are the number of small-business men in the aircraft 
industry still about the same as it was when we were out here before, 
in terms of the number of companies or the number of people 
employed ? 

Mr. McLarnan. I think there are more of them for the simple rea- 
son that everything is—not everything by any means, but so many, 
many things are having contacts with electronics that we are becoming 
the second or third largest electronics center in the country, and I 
would say that there are actually more small-business men in the com- 
munity now by a very substantial number than there were when you 
were here before, and I believe they are all financially better off. 

Mr. Steep. Are there any more questions? 

Mr. Roosevett. I have just one more thing. 

This morning Mr. Marschalk testified that he was in favor of legis- 
Jation which would give tax benefits to the smaller corporations ‘for 
the purpose, in general, to enable the smaller businessmen to accumu- 
late capital and, in general, to give them an opportunity to expand 
through their own savings inasmuch as generally the capital market 
was rather restricted for small busines. 

Do you find that there is need for such legislation as you view the 
situation in this area ? 

Mr. McLarnan. Well, Congressman, I can give you a personal 
opinion of that problem. 
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I would say this: That I will answer in two different categories; 
I can say this: There is a definite need on behalf of the small-business 
man to be relieved of high taxes because he hasn’t been able to develop 
working capital. He hasn’t been able to retain enough of his profits 
to develop the favorable balance sheet that so many small. businesses 
need to affiliate with these large banks here. In other words, there is 
a substantial segment of the community that have never gotten them- 
selves into the ideal situation as pertains to their balance sheet, and 
so there is a definite need for tax volieg’ of some sort. 

Now, as to endorsing any particular bill 

Mr. Roosrveir. No; I didn’t want you to do that. I was talking 
about the problem itself. 

Mr. McLarnan. The need is great for tax relief on all levels of the 
community, and certainly in the small-business community itself. 

Mr. Sreep. Do you agree with the study our committee made some 
time ago in which we wrote a report contending that taxes not only 
work the same burden on small business as they do on all business, 
but because of the nature of small business it works an extra burden 
that is peculiar to small business itself ? 

Mr. McLarnan. I think this: This is a personal answer, but I think 
that that might be a valid conclusion. I don’t know that necessarily 
we should start a difference in the tax structure with corporations 
because we know what the income tax has done in that category, so I 
just wouldn’t want to answer a question in that regard. It is a very 
serious problem. 

Mr. Streep. Most of this study was based on the fact that in the field 
of obtaining financing, that the small-business man is very much cur- 
tailed and precluded in source of funds as against what the larger 
corporation can look to, and because of that, the tax structure that 
keeps him from applying back very much of his profit into his busi- 
ness did work an extra hardship to obtain the money that he needed 
to keep going. 

We felt that the evidence we were able to get very clearly showed 
that that disadvantage that he had in the money market was very 
great and that the taxes precluding him from applying back into his 
own business was working a very widespread hardship on all of our 
small-business community. 

Mr. McLarnan. In that category our Administrator has made a 
very comprehensive study and is continuing to study the problem that 
you have just outlined. We know that it is expensive and difficult 
for a small company to float a stock issue and we know that it is very 
difficult for the little fellow to get what we would call equity money 
as distinguished from a loan. 

One of the most discouraging things I have, as regional director, 
is to have some nice littlé fellow come in and request what he calls 
a loan, when actually, if he knew the definition of a loan, what he 
wants is capital financing or equity money, and under our regulations 
we are not permitted to make an investment, you might say. 

Mr. Streep. I think the very fact that your organization exists with 
its loaning powers is evidence of the fact that small business does have 


a problem in the field of finance, and it has been so recognized by the 
Government. 


Mr. McLarnan. Yes, sir. 
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Mr. Roosrvetr. I think you pointed out one factor which I don’t 
think has been taken into consideration sufficiently. That is that 
you are not a capital-financing institution. You are primarily a loan 
institution. 

Mr. McLarnan. That is right. 

Mr. Roosevetr. You operate under the usual definition of a loan 
institution as accepted in the locality; isn’t that correct ? 

Mr. McLarnan. Exactly; so we do not make investments. We make 
loans and we expect to be repaid. 

Mr. Rooseve.r. Of course, the investor hopes that his investment 
is safe. 

Mr. McLarnan. Yes. 

Mr. Roosevetr. But that field is one that you do not get into. 

Mr. McLarnan. Of course, an investor, when he invests in a busi- 
ness, he usually expects to get more than a small return or interest. 
He expects to share in the profits of the business, and so on. 

Mr. Roosevetr. That is right. Do you feel that there is a lack of 
such a facility available today in the small-business field ? 

Mr. McLarnan. Well, it is very, very hard for the small-business 
man to meet that situation. 

Mr. Steep. Mr. McLarnan, we again want to thank you for your 
continued help and cooperation to the committee and your testimony 
here today. 

This about winds up today’s part of the program. We will stand 
adjourned until 9 o’clock in the morning when we will start with the 
Air Force, to be followed by the witnesses for the Navy. 

Mr. McLarnan. Thank you. 

(Whereupon, at 2: 30 p. m., the hearing was adjourned until 9 a. m., 
Tuesday, May 22, 1956.) 














AIRCRAFT INDUSTRY 





TUESDAY, MAY 22, 1956 


House or REPRESENTATIVES, 
Suscommittee No. 4 on Arrorarr [NpusTRY 
OF THE SeLect CoMMITTEE ON SMALL BUSINESS, 
Los Angeles, Calif. 

The subcommittee met, pursuant to recess, at 9:30 a. m., in court- 
room No. 9, United States Post Office and Courthouse Building, Los 
Angeles, Calif., Hon. Tom Steed (chairman of the subcommittee) 
presiding. 

Present: Representatives Steed and Roosevelt. 

Also present: Warren H. Biscailuz, subcommittee counsel, and 
Katherine C. Blackburn, staff member. 

Mr. Srerep. The committee will be in order. 

In order to keep our record in sequence, we are recalling Mr. Mc- 
Larnan of the Small Business Administration to the stand this morn- 
ing so that he can provide the committee with additional information 
in response to questions asked yesterday. 

Mr. McLarnan, if you will go ahead in your own way and state the 
matters that you have in mind, the committee will be glad to hear you. 


FURTHER TESTIMONY OF DONALD McLARNAN, REGIONAL DIREC- 
TOR, SMALL BUSINESS ADMINISTRATION, LOS ANGELES, CALIF. 


Mr. McLarnan. Thank you, Mr. Chairman. 

I will make this very brief. There were a series of questions and 
answers yesterday which I don’t believe, from reading the record 
would clearly explain the situation. That was in answer to a series 
of questions regarding this Directive No. 4100. I was asked about the 
implementation and I answered that I hoped that it would be imple- 
mented, and I believe that one of the members of the committee in- 
ferred that I was speaking of the Small Business Administration. 

Our agency has implemented Directive No. 4100 and we have had 
a man ready and available and he has cooperated with the various 
agencies as they set up their small-business specialists, so that when 
the dates were read concerning when the various directives were issued, 
it would appear from the questions that the Small Business Adminis- 
tration had been taking a long time putting their man in the field, 
which, of course, was not the case. 

That is the one correction that I would like to make. In other 
words, we have and have had a man available whenever a small-busi- 
ness specialist was set up in any branch of the service. We have had 
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a man who was available and who went out and who contacted the 
small-business specialists and the commanding officer there and coop- 
erated with them, so that we have had no complaints from our stand- 
— on that score and we have had good cooperation from the various 

ranches of the services, but I don’t want the record to appear that we, 
the Small Business Administration, were derelict in our duty in setting 
up and implementing these directives, No. 4100. 

Mr. Steep. In other words, your department has been able to go as 
fast on the implementation as circumstances have permitted and as 
fast as other departments were in a position to permit? 

Mr. McLarnan. That is correct. In other words, the Congressman 
was asking me about implementing an order or directive which is 
actually directed to the personnel of the military services, and for 
that reason I couldn’t quite grasp the full import of why he was ask- 
ing me why they didn’t implement their directives and so my answers 
were somewhat hesitant and confused. 

I wanted to state that we have had good cooperation from the mili- 
tary services, but that we can only implement the directive as they 
move and so it was not our move. If there was any delay, it was not 
our delay. 

Mr. Sreep. I am sure that the committee had no intention to put 
the emphasis in the wrong direction. It is a matter of probing 
around on our part also and we do appreciate your coming and clari- 
fying the point for us. 

Mr. McLarnan. Thank you, because there was some observations 
made by one of the Congressmen that would infer that it was the 
Small: Business Administration that was derelict and we don’t be- 
lieve that we have been. 

Thank you for giving me this opportunity. 

Mr. Sreep. We are delighted to have you help complete our record. 

Mr. McLarnan. Thank you. 

Mr. Sreep. Our next witness will be the representatives of the 
United States Air Force. 

General Jones, would you prefer to come forward and present your 
own evidence and those of your associates in any way that you see fit ? 

General Jones. All right. 

Mr. Sreep. The committee will be delighted to have you make the 
presentation as you have planned it and so if you will begin by identi- 
fying yourself for the record, then, you just take over and go ahead 
in whatever way that you see fit. 


TESTIMONY OF HARLEY S. JONES, BRIGADIER GENERAL, UNITED 
STATES AIR FORCE, WRIGHT-PATTERSON AIR FORCE BASE, 
OHIO 


General Jones. I am Harley S. Jones, a brigadier general in the the 
United States Air Force, stationed at Headquarters, Air Materiel 
Command, Wright-Patterson Air Force Base, Ohio. 

My assignment is Deputy Director of Procurement and Production 
of the haorijuartess 

Mr. Chairman, I have two fairly short flip chart presentations, the 
first by the small-business executive that is assigned to our head- 
quarters at the Air Materiel Command, followed by Lieutenant 
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Colonel Armbrust with a subcontracting presentation that indicates 
how small business fits into the subcontract structure. 

With your permission, I would like to have those two gentlemen 
make that presentation at this time. A miniature copy of the presen- 
tation is now in front of you. 

Mr. Srerep. All right. We will accept these miniatures for inclu- 
sion in the record so that the remarks directed to the chart will be 
clear in the record. 
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BASIC ACTIVE PROGRAMS 
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ACTIVE SUBCONTRACTING 
PROGRAM ESSENTIAL 


1951 SURVEY COMMITTEE 


1952 PRIME CONTRACTORS SMALL 
BUSINESS LIAISON OFFICERS 


1953 REPORT OF 100 PRIME CONTRACTORS 
1954 ASST SECRETARY'S ADVISORY GROUP 


1955 DEFENSE SUBCONTRACTING 
SMALL BUSINESS PROGRAM 


1956 SUBCONTRACTING REPORT 


REPORT OF 
100 LARGE PRIMES 


Retained by primes 487 


Placed outside with large business 
wor susceptible to further subcontr 9% 


Placed outside with large business 
susceptible to further sub-contracting 222 


Placed with small business by prime 
contractors or major sub-contrs. 21% 


THE 100 REPORTING PRIMES 
HELD CONTRACTS W/TH 
FACE VALVE OF 


$15.5 billion 
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DOD INSTRUCTION 4100.20 (19 APR 55) 
“DEPT. OF DEFENSE SMALL BUSINESS SUBCON- 
TRACTING POLICY” 


AFPC #25 (28 JUNE 55) 


PROCURING CONTRACTING OFFICER 


Se will, when the contract exceeds 
$1,000,000 (or may, if the contract is 
of lesser amount) urge the contractor 
to establish and conduct as a part 
of his purchasing system a Defense 
Subcontracting Small Business 
Program........ 


THE PROGRAM W/LL /NCLUDE.... 


/ The designation of an executive of 
the company or plant as its Small 
Business Liaison Officer 

Responsible for Program 

Contact with Small Business sonanets 


and represcatatives of § 
. Publication of Program- policies ¢ proceedures 


- Adoption of Procurement policies to assure 
small Concerns an equitable opportunity 
to secure subcontracts 


f Maintaining records - Small and Large 
prospective contractors 


Placing subcontracting clause in contracts 

with major subs. S f 

. Requesting major subs to establish 

program within their organizations 

Z Utilizing information furnished by military ; 
« SBA relating to potertial small business 

sources. 


| Sulpmission OF Reports on Subcontracting - 
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LETTER TO 239 AF. PRIME 
CONTRACTORS (JUL‘55 ) 


Each contractor held contracts 
with uninvoiced dollar balance 
of $1,000,000. or more. 


189 agreed immediately 
220 as of this date 


Mobilization Planning Cognizance 
97 under AF cognizance. 


Small Business Specialist at 
the Air Procurement District 
is responsible for determining 
the adequacy of the Contractor's 
Defense Subcontracting Small 
Business Program. 


Check. list 


Copy to Administrative Con- 
tracting Officer for his 
consideration when reviewing 
the contractors purchasing 
system for approval or dis- 
approval. 
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B-47 


1000 B-47 Bombers plus 2 items of 
government furnished equipment. 


1000 A-5 tail defense fire control 
systems. 


6000 J-47 Jet engines 
Consolidated value — $1,805,972000 100% 


Retained by primes for 
taxes, payroll, adm, profit,etc. 589828000 328% 


Place with large subcontrss. 964,465000 


Known to have been placed 
with small concerns 
ey primes * 251,679,000 


BY CERTAIN LARGE SUBS * 


5 
153,919,000 545 594000 2142 


THIS AMOUNT REPORTED BY LARGE SUBS HOLDING 
$7/7,029,000 OF THE $964,465,000 PLACED WITH LARGE 
CONCERNS REMAINDER NOT REPORTED 


Rev. 7 May 1956 
AIR FORCE PROCUREMENT INSTRUCTION 
SECTION LI—SMALL BUSINESS 
Table of Contents 


PART 1—SMALL BUSINESS CONCERNS AND AIR ForRcE SMALL BUSINESS PROGRAM 


Paragraph 

51-100 Scope of Part. 

51-101 Applicability of Part. 

51-102 Definitions. 

51-103 General Policy. 

51-104 Air Force Small Business Procedures—General. 

51-105 Assistance to Small Business in Contract Placement and Mobilization Planning. 
51-105.1 General. 
51-105.2 Additional Procedures for AMC. 

51-106 Responsibilities of Small Business Specialists Assigned to Offices Concerned With 

the Administration of Contracts. 





PaRT 2—DEFENSE PRODUCTION POOLS 


51-200 Scope of Part. 
51-201 Applicability of Part. 
51-202 Statement of Principles of Contracting With Defense Pools. 
51-203 Execution of Contracts With Pools. 
51-203.1 Warranty Clause. 
51-203.2 Warranty and Certification Instrument. 
51-203.3 Exempted Contracts. 
51-203.4 Performance Bonds. 


SECTION LI. SMALL BUSINESS 


Part 1—Small Business Concerns and Air Force Small Business Program 


%51-100 Scope of Part. This part sets forth (a) policy with reference to 
small business concerns, (b) the Air Force Small Business Program, its func- 
tions and procedures, and (c) policy and procedures for carrying out a fully 
integrated and cooperative program of joint activities between the Air Force 
and the Small Business Administration (SBA). 
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51-101 Applicability of Part. This part applies to all AF activities within 
the continental United States. 

51-102 Definitions. 

(a) A “small business concern” is one, which, including its affiliates, em- 
ploys in the aggregate fewer than 500 persons. This definition will be in effect 
for all procurement matters and those directly related to precurement, subject 
to modification by the SBA. 

(b) An: “established supplier” for an-item:is-a coneernewhich is.a “seurce 
of supplies” as defined in ASPR and AFPI 1—201.9 and which has supplied the 
item satisfactorily to one or more military departments; or one with which 
mobilization planning is in effect. 

(c) A “potential supplier’ of an item is a concern which is a “source of 
supplies” as defined in ASPR and AFPI 1-201.9 and which is considered to be 
technically and financially compenent to supply the item, but which is not an 
established supplier. 

(d) A “fair proportion of the total purchases and contracts for supplies 
and services for the Department of Defense to be placed with small business 
concerns” is defined as that proportion which small business concerns can win 
in open competition, provided they are given an equitable opportunity to compete. 

%(e) An “equitable opportunity to compete” (with respect to the com- 
petition by small business firms for the procurement of an item) is defined as 
that opportunity which exists when the following conditions are met: 

(1) The invitations for bids (IFB’s) or requests for proposals (FRP’s) 
are sent to all the firms, large and small on the bidders’ mailing list (ASPR 
2-204), or where they are sent to less than the complete list, a pro rata percentage 
of small firms is included among those solicited. 

(2) The quantities are appropriate, or bids or quotations may be sub- 
mitted on such reasonably small economically sound production lots as will en- 
able and encourage small business concerns to make bids or quotations on such 
procurement or portions thereof. 

(3) The delivery schedule is reasonable, the time allowed for the pre- 
paration and submission of bids adequate, and the specifications and drawings 
descriptive enough to enable small business to compete. 

(4) Proposed procurements are publicized as required by ASPR and 
AFPI 2-206. 

*(f) The term “subcontracting” refers to procurement by a business con- 
cern (including nonprofit organizations) of any article, material, or service enter- 
ing into the performance of a contract for defense articles or services received by 
that business concern from a Military Department or from another business 
concern. 

% (gz) A “major subcontractor” is a business concern receiving a subcontract 
of $1,000,000 or more (which offers substantial subcontracting opportunities) 
under a defense contract. 

51-103 General Policy. 

¥% (a) It is AF policy that a fair proportion of the total purchases and con- 
tracts for supplies and services for the Department of the Air Force will be 
placed with small business concerns whether as prime contractors, subcon- 
tractors, or supplies. 

%*(b) In its own direct purchases from industry, the Air Force will carry 
on a continuing program to afford small business concerns an equitable oppor- 
tunity to compete in the procurement of items and services they are capable of 
producing or performing. 

%(c) In the placement and administration of contracts with large, as well 
as small concerns, which in the opinion of the Air Force offer substantial sub- 
contracting possibilities, the contracting officer and the appropriate administra- 
tive office will bring this AF policy to the attention of prime contractors and 
urge prime contractors to take appropriate measures to assure that small busi- 
ness concerns are afforded an equitable opportunity to compete for defense sub- 
contracts within their capabilities. 

(d) The general principles of the AF small business policy providing for 
giving small business firms an equitable opportunity to produce a fair share of 
the AF requirements of supplies and services, will be extended to mobilization 
planning. To the maximum extent possible consistent with considerations of 
efficient production, geographic dispersion of facilities and other military factors, 
planning will be conducted with small business firms with respect to items, 
the bidders’ mailing list for which include the names of established or potential 
small busifess concerns. 
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(e) It is general AF policy to cooperate with the SBA in assisting small 
business concerns to participate in AF procurement. 

51-104 Air Force Small Business Procedures—General. 

(a) The Office of Small Business for Hq USAF, Directorate of Procure- 
ment and Production, Office of the Deputy Chief of Staff, Materiel will insure 
the continued application of the above AF policy. The Chief of the Office is 
appointed by, and directly responsible to, the Director of Procurement and Pro- 
duction as his Assistant for Small Business, and will: 

(1) Be responsible for development of policy and the over-all small 
business program for the Department of the Air Force. 

(2) Serve as the focal point for the Department of the Air Force 
activities connected with small business. 

(3) Exercise staff supervision of the implementation and the effective- 
ness of the small business program throughout the Air Force. 

(4) Represent the Department of the Air Force on any policy and pro- 
gram determination committees having to do with small business affairs. 

(5) Be responsible for the effective coordination of the Air Force Small 
Business Program with the appropriate aspects of the SBA program. The Chief 
of the Office of Small Business, Hq USAF, together with the Small Business 
Advisor to the Assistant Secretary of Defense (Supply and Logistics), will hold 
monthly meetings with such officials of the SBA as are designated by the Admin- 
istrator, for the purpose of evaluating reports, statistical and otherwise, concern- 
ing the effectiveness of the small business program and to resolve any difficulties 
that may arise in its operation. Any difficulties that cannot be resolved by that 
group will be referred to the Assistant Secretary of Defense (Supply and 
Logistics) and the Administrator of the SBA. 

(6) Serve as Small Business Advisor to the Assistant Secretary of the 
Air Force, Materiel, to the Deputy Chief of Staff, Materiel, and to the Deputy 
Chief of Staff, Development. 

(b) An Executive for Small Business is assigned to the Directorate of 
Procurement and Production at Hq AMC. He is appointed in writing by and 
is directly responsible to the Director of Procurement and Production, Hq AMC, 
and will exercise for the Director, technical direction over all small business 
functions assigned to AF installations in the continental United States. 

(c) Small business specialists are assigned to AMC field procurement 
activities and to air procurement districts (APD’s) and air procurement offices. 
The chiefs of the small business offices at AMC field procurement activities are 
appointed in writing by the director of procurement and production of the 
activities to which they are assigned. The chiefs of the small business offices 
at APD’s are appointed in writing by the chief of the APD and small business 
specialists assigned to air procurement offices are appointed. by the officer-in- 
charge. All small business specialists will be directly responsible to the appoint- 
ing authority. Small business specialists will act as advisors to the appointing 
authority and serve as a focal point within the installations to which they are 
assigned on all matters pertaining to small business. 

51-105 Assistance to Small Business in Contract Placement and Mobiliza- 
tion Planning. 

51-105.1 General. The procedures in this paragraph apply to individual 
procurement actions that take place at installations in the continental United 
States. 

(a) SBA Representatives. The SBA may assign part or full-time repre- 
sentatives to the contracting offices of the Air Force in the continental United 
States, giving prior notice in each case to Hq USAF, attn: AFMPP-SB. Such 
representatives are known as SBA representatives and will be furnished with 
desk space, telephone, and other necessary facilities when available, for the 
proper performance of their functions. Information concerning progress of 
the small business program will be freely interchanged between SBA repre- 
sentatives and AI’ procurement personnel. 

% (b) Bidder’s Mailing List and Review of Procurement. 

(1) The Air Force will afford the SBA representatives, who are properly 
authorized and cleared for security, upon request, the opportunity to inspect, 
study, and transcribe information from the bidders’ mailing list and will make 
available to the SBA such additional available information as may be necessary 
to enable the SBA representative to determine whether small business firms are 
proportionately represented on any specific list. In those cases in which, in the 
opinion of either the SBA or. the Air Force, small business concerns are not 
properly and proportionately represented, the SBA and the Air Force will 
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endeavor to discover additional small business concerns and encourage them to 
apply for inclusion on the bidders’ list. Procurement information required 
by the SBA for the purpose of its referral program (primarily on procurements 
where there are insufficient small business sources) will be made available to 
the SBA on request. 

(2) SBA representatives, where they have been assigned, will be af- 
forded upon request an opportunity to review proposed procurements that are 
expected to involve an expenditure of $10,000 or more, and to make recommenda- 
tions concerning them, including proposals that they be exclusively or partially 
set-aside for small business concerns. When the SBA representative recommends 
a set-aside and the contracting officer does not agree that a set-aside should be 
made, he will state the reasons for his disagreement in writing to the SBA repre- 
sentative. The SBA representative will have 2 work days to appeal in writing 
to the chief of the contracting office, whose decision will be final. Such decisions, 
including the reasons for them, will be in writing. A similar opportunity to 
review proposed procurements under $10,000 may be extended by the chief of 
the AF contracting office by mutual agreement. 

(3) SBA representatives, as well as contracting officers may add small 
business concerns to the source list of a specific procurement when deemed 
desirable. 

(4) When the bidders’ mailing list for an item includes the names of 
established or potential small business suppliers, the contracting officer will 
handle the procurement of that item (as well as any other procurement that he 
considers appropriate) in a manner that will insure that small business concerns 
receive an equitable opportunity to compete, as defined in paragraph 51-102 (e), 
consistent with other procurement and military requirements. 

%(c) Set-Asides, General. The Department of the Air Force and the 
SBA have established a joint program of set-asides for small business, the 
provisions of which apply to classified as well as unclassified procurements if 
otherwise applicable. The purpose of this program is to increase the partici- 
pation of small business in AF production to the maximum extent possible by 
the set-aside device, consistent with the primary procurement responsibility of 
the Air Force. A bid or proposal on a procurement or a portion of a procure- 
ment that has been set-aside for small business will be considered as nonresponsive 
if it is received from a concern which does not meet the Department of Defense 
definition of a small business concern. Contracting officers and other appropriate 
AF personnel engaged in carrying out this program will be guided by the following 
considerations : 

(1) Shortness of time from date of issue of IFB’s or RFP’s to opening 
or closing date will not be a valid reason for not making a set-aside. 

(2) The fact that, historically, a large percentage of similar procure- 
ments have gone to small business concerns will not constitute a valid and com- 
plete reason for not making a set-aside. 

(3) With respect to qualified products, the set-aside procedure will not 
be rejected solely on the grounds that the item being procured is a qualified 
product; it may be proper to make a partial set-aside if both large and small 
concerns in adequate numbers are on the qualified products list. 

(4) Applicability of the set-aside provisions of Defense Manpower Policy 
(DMP) No. 4, as set forth in AFPI Section L, does not prevent a contracting 
officer from making a total or partial small business set-aside; however, the 
sufficiency of small business qualified sources in areas of substantial labor surplus 
(Group D, B, or F) will be considered by the contracting officer. 

(5) The definition of a “fair proportion of the total purchases and 
contracts for supplies and services” (par. 51-102 (d)) will not be used as a 
reason for not making small business set-asides. 

(6) Set-asides will not be entered into: 

(A) Which would exclude planned producers involuntarily from 
the opportunity to submit proposals on procurement of items 
on which they hold planned producer status. This does not 
preclude the making of a partial set-aside where appropriate. 

(B) Which would preclude a concern which had satisfactorily per- 
formed a development contract for the same or similar item 
from being considered. This does not preclude the making of 
a partial set-aside where appropriate. 

(C) Ona procurement which must be placed with a justifiable “sole 
source.” 
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(7) In cases where the set-aside for small business of either the total 
amount or a portion of a procurement is appropriate and the set-aside could be 
based on either a determination in which a SBA representative participated or 
on the separate decision of the contracting officer, preference will uniformly be 
given to the joint action with the SBA representative, but inability to take the 
action on this basis, as for example, in the absence of any SBA representative, 
will not operate to obstruct the making of a set-aside by unilateral action in cases 
that are otherwise appropriate. : 

(8) A procurement publicized according to ASPR and AFPI 2-206 in 
the Department of Commerce “Synopsis of Proposed Procurement, Sales and 
Contract Awards” which has been set-aside for small business will be so labelled 
in the Synopsis. In synopsizing the unreserved portion of a procurement on 
which a partial small business set-aside has been made, the statements appearing 
in the IF'B or RFP notice set forth in subparagraph (e) (2) below will be pub- 
lished along with the description appearing in the Synopsis. 

(9) If, in the light of the facts and circumstances existing at the time 
of the placement of the contract, the contracting officer considers that a contract 
cannot be made with a small business concern without detriment to the Govern- 
ment’s interest (e. g., because of unreasonable price), the contracting officer may 
initiate withdrawal of the set-aside. If the set-aside resulted from a joint 
decision of a SBA representative and the contracting officer and if the SBA 
representative does not agree to the withdrawal, the matter will be referred to 
the chief of the contracting office or his designee, whose decision will be final 
unless the chief or his designee decides to refer the matter to higher authority. 
A signed memorandum record of the withdrawal of any set-aside will be made and 
retained in the procurement file. 

(d) Total Small Business Set-Asides. The entire amount of the procure- 
ment will be set-aside for exclusive participation of small business concerns 
when such action is determined by the SBA representative and the contracting 
officer (or, in the event of the nonavailability of a SBA representative, by the 
contracting officer alone) to be (i) in the interest of maintaining or mobilizing 
the Nation’s full productive capacity or (ii) in the interest of war or national 
defense programs. 

(1) When a total small business set-aside has been made as a result of 
a determination by a SBA representative and the contracting officer as provided 
above, the procurement may be entered into by means of negotiation or by “small 
business restricted advertising.” Small business restricted advertising, includ- 
ing awards thereunder, will be conducted in the same way as prescribed for 
formal advertising under ASPR and AFPI Section II, except that bids and 
awards will be restricted to small business concerns and the contract will be 
awarded pursuant to Section 214 of the Small Business Act of 1953, as amended. 

(2) All other total small business set-asides will be entered into by 
means of negotiation and the contract will be negotiated pursuant to Section 
2(ec) (1) of the Armed Services Procurment Act of 1947. 

(3) Each IFB or RFP issued in connection with a proposed procurement 
which has been totally set-aside for small business will contain the following 
notice: 


NOTICE TO PROSPECTIVE BIDDERS OF OFFERORS 


This procurement will be awarded to one or more small business concerns. 

This action is the result of a determingtion by the contracting officer, alone, 

or in conjunction with a duly authorized Small Business Administration 

representative, that it is in the interest of maintaining or mobilizing the 

Nation’s full productive capacity, or in the interest of war or national 

defense programs. Therefore, bids or proposals under this procurement 

are restricted to small business concerns and awards will be made to a 

small business concern or concerns. (The Department of Defense defines 

a small business as any concern which, including affiliates, employs in the 

aggregate fewer than 500 employees.) The right is reserved to reject any 

bid or proposal when it is in the interest of the Government to do so. Bids 
or proposals received from firms not classified as small business will be 
considered as non-responsive. 

%*(e) Partial Small Business Set-Asides. When the entire amount of a 
procurement cannot be set aside for small business under subparagraph (e) 
above, a portion of the procurement will be set aside for the exclusive participa- 
tion of small business when such action is determined jointly by a SBA repre- 
sentative and the contracting officer (or in the event of the nonavailability of a 
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SBA representative, by the contracting officer alone) to be: (i) in the interest 
of maintaining or mobilizing the Nation’s full productive capacity; or (ii) in 
the interest of war or national defense programs, and when the quantities can 
be divided into two or more economical production runs, and when two or more 
small business sources are known or believed to have the technical competency 
and the productive capacity to supply the portion of the procurement being set- 
aside. To the extent possible, consistent with the provisions of this section, the 
portion set-aside for small business will be such as to make maximum use of 
small business capacity. 

(1) IFB’s and RFP’s for the unreserved portion and for the portion 
set-aside will both be for not less than an economical production run. After 
award of the unreserved portion, procurement of the portion set-aside will be 
effected by negotiation pursuant to subparagraph (3) below. 

(2) Each IFB or RFP issued in connection with a proposed procure- 
ment where less than 100 percent thereof has been set-aside for small business 
concerns Will contain substantially the following clause: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERORS 


An additional quantity of (insert quantity of each item) has been set aside 
for negotiation exclusively with small business concerns. The right to 
participate in subsequent negotiation for any quantity thus set aside shall 
be conditioned upon the submission of a bid (proposal) upon the similar 
item in this procurement at unit prices within 120 percent of the highest 
award made. 

(3) Negotiation for the procurement of quantities set-aside will be 
conducted only with responsible bidders or offerors which have previously sub- 
mitted bids or proposals on the unreserved quantities offering a unit price not 
greater than 120 percent of the highest award made. Such negotiation will 
begin with the bidder or offeror which submitted the lowest responsive bid or 
proposal in connection with the unreserved procurement when the procurement 
of the unreserved quantity has resulted in one contract only, or in multiple 
awards all at the same price, awards for quantities set-aside will be at a unit 
price not in excess of the unit price of the unreserved quantities. When the 
procurement of the unreserved quantities has resulted in multiple awards at 
different unit prices, awards for quantities set-aside will be at a price de- 
termined by the contracting officer to be fair and reasonable, but in no event 
higher than the highest price awarded in connection with the unreserved 
quantities. In the absence of changes in market prices and other factors 
requiring consideration, the contracting officer will consider the weighted average 
unit price of all awards made in connection with the unreserved quantities as 
being a fair and reasonable price. The weighted average unit price will be 
ascertained by adding the total dollar amounts of all awards of the unreserved 
quantities and dividing the grand total by the total number of units included 
in all such awards. In conducting negotiation for the quantities set-aside, it 
is permissible to reveal the unit price of the lowest award on the unreserved 
portion ; however, cost or other pricing data pertaining to such award may not 
be divulged. If the procurement of the entire set-aside quantity cannot be 
effected by the method set forth above, the unplaced portion of the set-aside will 
be procured in the most appropriate manner. 

(f) Certificates of Competency. 

(1) The SBA has legislative authority to certify as to the competency 
of any small business concern as to capacity and credit. Prior to making 
certifications, SBA will obtain and consider such technical and financial infor- 
mation concerning any firm as may be available from the purchasing activity. 
Certifications as to competency reflect the judgment of the SBA that the firm 
is capable of performing and that the Government will not be taking an unreason- 
able risk of an unsatisfied judgment in the event of default, although they do 
not imply that all possible future claims by the Government will be fully satis- 
fied. Contracting officers will accept Certificates of Competency from the SBA 
as conclusive and will not require that any other requirement with respect to 
capacity or credit be met. However, in case of grave doubt on the part of the 
contracting officer as to the firm’s ability to perform, he will refer the case, with 
all pertinent available information and an indication of the degree of urgency 
to the Commander, AMC, attn: MCP-2 for review prior to award. If Hq AMC 
doubts the ability of the certified firm to perform in strict accordance with the 
particular procurement requirements, the case and all pertinent information will 
be forwarded to the Director of Procurement and Production, Hq USAF. 
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% (2) If a small business concern, in spite of having submitted an other- 
wise acceptable bid or proposal which would normally place it in a position to 
receive an award, has been found deficient in capacity or in credit, and if, for this 
reason, a contemplated award to such a small business concern is being or may 
be withheld : 

(A) The SBA will be notified and will be furnished with information 
upon which the negative FCR was based, and any other in- 
mation available which may be necessary in order for the SBA 
to make a decision as to the issuance of a Certificate of Compe- 
tency. 

(B) The procedures set forth in AFPI 52-107 (i) and 52-108 (e) 
will be followed. 

(C) The SBA will be allowed 10 working days from the date upon 
which the SBA receives notification, or more at the option of the 
contracting officer, in which to issue a Certificate of Compe- 
tency, unless the contracting officer certifies that such time in- 
terval will seriously affect the required expeditious award of 
the contract. The small business specialist in the APD will 
advise the procuring contracting officer of the date on which 
notification was given to the SBA. This procedure will not 
apply to proposed awards of less than $1,000; it may be used at 
the request of the procuring contracting officer on proposed 
awards of $1,000 and over and less than $10,000; and will be 
followed on proposed awards of $10,000 and over. 

(g) SBA Certification that the Administration is Competent to Perform 
the Contract. In any case in which the SBA certifies, according to Section 208 of 
the Small Business Act of 1953, as amended, that the SBA is itself competent to 
perform any specific Government contract, such certification will be made by the 
Administrator or Deputy Administrator of the SBA to the Secretary of the Air 
Force. 

(h) Defense Subcontracting Small Business Program. 

% (1) The contracting officer will insert the clause set forth in ASPR 
7-104.14 in all cost-reimbursement-type and fixed-price-type supply and service 
contracts (other than personal services contracts) and in all construction con- 
tracts in amounts exceeding $5,000 (except those contracts entered into with for- 
eign contractors which are to be performed outside of the continental United 
States, its Territories and possessions). 

%* (2) A procuring contracting officer, when placing a prime contract (except 
contracts to be performed substantially outside of the continental United States, 
its Territories and possessions) which in his opinion offer substantial sub- 
contracting possibilities, will, when the contract exceeds $1,000,000 (or may, if 
the contract is of lesser amount), urge the contractor to establish and conduct 
as a part of his purchasing system a Defense Subcontracting Small Business 
Program as a means of carrying out the policy stated in paragraph 51-103(c) 
and as a means of implementing the clause in ASPR 7-104.14. The Defense 
Subcontracting Small Business Program will include but not be limited to the 
following provisions : 

(A) The designation of an executive of the company or plant as its 

small business liaison officer. 

(i) To be the contact man with the procuring activity and with 
officials of the SBA on matters relating to small business 
participation. 

(ii) To assure that the company or plant carries out the small 
business subcontracting clause in its contracts. 

(iii) To be responsible for the establishment of an effective de- 
fense Subcontracting Small Business Program within the 
company or plant. 

(B) The publication within the company or plant of the Defense 
Subcontracting Small Business Program of the company, in- 
cluding policies and procedures appropriate to accomplish 
its objectives. 

(C) The adoption by the company of procurement policies designed 
to assure that smali concerns will have an equitable oppor- 
tunity to secure defense subcontracts, including, but not neces- 
sarily limited to: 

(i) Requiring, to the extent practicable, wide-spread solici- 
tation of qualified small concerns prior to award of sub- 
contracts. 
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(ii) Allowing sufficient time for competent small concerns to 
submit bids. 

(iii) Permitting small firms, to the extent practicable, to sub- 
mit bids for quantities less than the total requirement. 

(iv) Making specifications and drawings readily available to 
interested small concerns. 

(v) Establishing realistic delivery schedules, consistent with 
prime contractual requirements, that do not preclude sub- 
mission of bids from competent small firms. 

(D) The maintaining of records showing for each prospective sub- 
contratcor on the bidders mailing list whether it meets the 
Department of Defense definition of a small business concern. 

(E) The placing in subcontracts with major subcontractors of the 
small business subcontracting clause already appearing in its 
own contract. 

(F) The requesting of each such major subcontractor to establish 
and conduct a Defense Subcontracting Small Business Pro- 
gram, meeting these requirements. 

(G) The utilization of such information related to potential small 
business sources as furnished by the appropriate officers of the 
Military Departments and the SBA. 

(H) The submission of such information on subcontracting to 
business as may be called for when forms duly authorized by 
the Department of Defense are provided by the procuring 
activity. 

% (3) Responsibility for reviewing the adequacy of a prime contractor’s 
Defense Subcontracting Small Business Program will be assumed by the Air Force 
when the Air Force has mobilization planning cognizance (ASPPO responsibility ) 
for the plant; or when no military department has mobilization planning cog- 
nizance, such responsibility will be assumed by the Air Force when the Air 
Force has plant cognizance procurement (as defined in ASPR 4-101.2b). If no 
military department has either mobilization planning cognizance or plant cog- 
nizance procurement, the chief of the Office of Small Business, Hq USAF will 
be responsible within the Air Force for coordination with the other military 
departments and the Department of Defense concerning assignment of respon- 
sibility. : 

%* (4) When preparing DD Form 350, “Individual Procurement Action 
Report,” on contracts containing the Utilization of Small Business clause, the 
procuring contracting officer will make a notation on the form under item 25, 
‘“‘Remarks,” as to whether the contractor already has or is willing to establish 
a Defense Subcontracting Small Business Program. If the contractor already 
has or is willing to establish such a program, the notation will also show which 
military department has responsibility for determining its adequacy. 

51-105.2 Additional Procedures for AMC. At Hq AMC and at AMC field 
procurement activities to which small business specialists are assigned, the proce- 
dures in this paragraph, in addition to those in paragraph 51—105.1, will be fol- 
lowed on all individual procurement actions which are expected to involve an 
expenditure of $10,000 or more. 

(a) The procurement personnel will notify the small business specialist 
when, prior to the initiation of purchase requests, discussions are held for the 
purpose of considering potential sources. At such discussions potential sources 
suggested by the small business specialist will be given the same consideration 
as other potential sources that may be considered. 

(b) PR-MIPR control offices will furnish a copy of all PR’s to the small 
business specialist simultaneously with the release of the PR’s to the buyer. 

(c) The small business specialist will notify the buyer in the event the 
SBA representative, if one is assigned to the purchasing office, wishes to discuss 
the procurement. 

%(d) The buyer will notify the small business specialist, by telephone or 
personal contact, when ready, but prior to ordering the issuance of the IFB or 
RFP. The smali*business specialist will arrange a meeting with the buyer and 
will invite the SBA representative to participate in the meeting, if one is as- 
signed to the installation: 

(1) At this meeting, the buyer will state a proposed method of handling 
the procurement and furnish the small business specialist a copy of his procure- 
ment plan, if one has been prepared, and will furnish the small business specialist 
a copy of the bidder’s mailing list to be used. 
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(2) The small business specialist will advise the buyer of his deter- 
mination as to whether the item or service being procured is within the capa- 
bility of small business concerns to produce or furnish as prime contractors, and 
will advise the buyer of determination of the applicability of DMP No. 4. He 
will also make suggestions, if desired, as to the method of handling the procure- 
ment, and make additions to the list of concerns to be solicited when deemed de- 
sirable to afford small business concerns a greater opportunity to participate in 
the procurement. These additions will include the names of any small business 
concerns submitted by the SBA. He will advise the buyer of determination in 
regard to synopsizing the procurement. If it has been determined according to 
ASPR and AFPI 2-206 that the procurement will be synopsized, action will be 
taken to submit the information called for in AFPI 2-206.50 (b) at the earliest 
practicable time prior to issuance of RFP’s or IFB’s. The-determination with 
respect to the use of advance notification of procurement will be made by the 
small business specialist. Advance notifications of procurement will be used in 
all instances except those in which such action would not be in the best interest 
of the Government, and, in such instances where advance notification of pro- 
curement is not used, the small business specialist will insure that the procure- 
ment file is documented with appropriate justification, 

(3) Following the determination as to whether a small business set-aside 
will be made according to paragraph 51—105.1 (d) and (e) above, the small busi- 
ness specialist will furnish the buyer with a completed copy of AFPI Form 46 
(formerly AMC Form 261A), “Small Business Coordination Sheet,” which will 
become a permanent part of the procurement file. This form will be completed 
according to the agreements reached between the buyer and the small business 
specialist. If it has been determined that the procurement will be synopsized ac- 
eording to ASPR and AFPI 2-206, the buyer and the small business specialist 
will enter in the space provided on AFPI Form 46 a description of the supply or 
service being procured, which will be published in the Department of Commerce 
“Synopsis of Proposed Procurements, Sales and Contract Awards.” 

(e) For those procurements determined by the small business specialist 
to be suitable for small business, the buyer will: 

%* (1) Furnish a copy of the IFB or RFP, and any amendments subse- 
quently issued, to the small business specialist. 

% (2) Furnish to the small business specialist, prior to making awards, a 
copy of the abstract of bids or proposals including any engineering or laboratory 
evaluation that has influenced the procurement. The abstract will be in sufficient 
detail to enable the small business specialist to determine: 

(A) The PR or MIPR number involved in the procurement. 

(B) Whether the procurement has been handled according to 
AFPI Form 46. 

(C) The basis for the buyer’s recommendation if award is recom- 
mended to other than small business. 

(D) The number of sources solicited. 

(E) The correct name and location of each bidder and whether 
the bidder is large or small business. 

(f) The small business specialist will notify the buyer when not satisfied 
that adequate consideration has been given to small business concerns in the 
handling of the procurement, and will be given an opportunity to appeal to the 
chief of the procurement committee at the AMC field procurement activity prior 
to award. At Hq AMC the appeal will be made to the Assistant to the Director 
of Procurement and Production. The small business specialist will notify the 
buyer of any disagreement immediately upon receipt of the abstract to avoid 
delaying the procurement. Normal review functions will be performed on all 
awards requiring approval of higher authority. 

(g) The small business specialist at AMC field procurement activities will 
review all DD Forms 350, “Individual Procurement Action Report,” before they 
are sent to Hq AMC, and will advise the buyer when it appears that the small 
business information on the form is incorrect. Small business specialists at 
Hq AMC will review all DD Forms 350 originating in the buying divisions, Hq 
AMC, as well as those received from AMC field procurement activities, before the 
information thereon is included in recurring reports prepared by AMC for higher 
authority. In addition to advising the buyer of incorrect information appearing 
on the forms originating in the buying divisions at Hq AMC, information will be 
extracted from the forms as required to carry out the program established by 
AMOR 190-3. The Executive for Small Business, Hq AMC, will forward the 
names of those contractors which have expressed a willingness to establish 
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Defense Subcontracting Small Business Programs, together with the contract 
number, and on contracts of an unclassified nature information as to the items 
contracted for, and any other pertinent information, to the small business special- 
ist in the APD office within whose geographical limits the prime contractor is 
located. The information will include notification of which military depart- 
ment will determine the adequacy of the contractor’s program.when established. 
I any case requiring information as to the particular military deparment which 
will have responsibility for determining the adequacy of a contractor’s program, 
the small business specialist in the APD will secure the information through a 
direct exchange of correspondence with the Chief of the Office of Small Business, 
Hq USAF. 

% (h) Contractors’ reports referred to in paragraph 51-105 (h) (2) H (H) 
will be processed by the Air Force and transmitted to the Department of Defense. 

% (i) Each activity covered by this paragraph will submit AFPI Form 46A 
(formerly AMC Form 261), “Small Business Monthly Activity Report,’ (RCS: 
AMC-—N-5) as of the end of each month to reach Hq AMC, attn: MCP-5, not later 
than the 10th calendar day of the following month. The small business specialist 
will be responsible for maintaining records on AFPI Form 46B (formerly AMC 
Form 261B), “Small Business Procurement Abstract,” and submitting reports 
directly to Hq AMC, attn: MCP-5, on all procurements in an amount of $10,000 
or more. If a cross reference card is required, AFPI Form 46C (formerly AMC 
Form 261C), “Small Business Cross Reference Abstract,” will be used. 

%*(j) The Preparedness Branch (MCPBI), Hq AMC, will make available to 
the Executive for Small Business, Hq AMC, the Department of Defense Prefer- 
ential Planning List and the Department of the Air Force Departmental List. 
The Executive for Small Business will promtply inform MCPBI of the names 
of established or potential small business suppliers appearing on existing bidders’ 
mailing lists for the items in question so that they may be considered in mobiliza- 
tion planning, and, further, will take such action as appropriate to assist MCPBI 
in affording guidance to prime manufacturers in establishing their subcontract 
structures. Prior to approving a planned producer’s subcontracting structure, 
MCPBI will afford the Executive for Small Business an opportunity to review 
such structure and make suggestions as deemed appropriate. 

51-106 Responsibilities of Smal! Business Specialists Assigned to Offices 
Concerned With the Administration of Contracts. 

(a) Small business specialists assigned to AMA’s will exercise staff 
assistance (surveillance) and technical direction with respect to small business 
functions of APD’s within the jurisdiction of the AMA. 

%(b) Small business specialists assigned to an APD are responsible for, 
but not limited to, the functions described below. 

(1) Serve as advisors on small business matters to the chief of the 
APD and will bring to his attention any policy or procedure considered inequit- 
able to small business concerns. Promptly report to the chief of the APD the 
circumstances of any specific case in which a small business concern is not re- 
ceiving equitable treatment. 

(2) Maintain liaison and exchange information with other Government 
agencies (Federal, State, and local) for the purpose of renderng the maximum 
amount of assistance to small business. In this connection, represent the APD 
at joint meetings with authorized private agencies and organizations concerned 
with the problems of small business. This will include contacts with governors’ 
small business committees, local Chambers of Commerce and other civie organi- 
zations. 

(3) Be responsible for contacts with the SBA in connection with nega- 
tive FCR’s as set forth in AFPI 52-107 (i) (1). 

(4) Furnish advice upon request regarding the application of small 
business policies to purchasing activities within the boundaries of the APD. 

(5) Serve on committees or boards concerned with the review of facility 
capability surveys or reports. 

(6) Review proposals for facilities expansions, determine if the small 
business office files contain records of any existing open capacity of the type 
required, and make appropriate recommendations. 

(7) Conduct an aggressive program to discover small business sources 
capable of participating in AF procurement as either prime contractors or sub- 
contractors. 

(8) Compile and maintain lists of small business concerns within the 
geographical limits of the APD along with sufficient detail to determine the type 
of products that the individual concerns are capable of producing. Information 
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contained in such lists will be made available to the SBA upon request in order 
that the SBA may consolidate such information in any combined inventories of 
small business capacities that the Administration may deem it advantageous to 
maintain. 

% (9) Maintain bid boards and assist small business concerns in becoming 
established in the procurement sources system at the appropriate purchasing 
offices. Review applications for incorporation in such procurement sources 
systems made by firms located within the APD to determine that the firm is 
capable of producing the products for which they desire to become listed. This 
review will be made befere the application is submitted to the purchasing office 
as set forth in ASPR and AFPI 2-204.3. 

(10) Maintain lists of current AF contractors within the APD, and 
in appropriate nearby areas outside the APD, and advise inquiring small business 
concerns of the nature of the contracts held and, to the extent known, the type 
of work normally subcontracted by each large contractor. 

(11) Make personal visits to AF prime contractors within the geo- 
graphical limits of the APD, with particular attention being given to those con- 
tractors holding prime contracts of a nature which may offer substantial sub- 
contracting possibilities. Visits will be coordinated with the administrative 
eontracting officer or AF plant representative. The small business specialist 
will furnish prime contractors with information regarding small business con- 
cerns who have open capacity for the production of supplies and components 
required by the prime contractor. If necessary, the small business specialist 
will solicit such information from small business specialists in other APD’s. 

% (12) Upon receiving information from Hq AMC on a contractor’s will- 
ingness to establish a Defense Subcontracting Small Business Program (see par. 
51-105.2 (g)), have a letter sent from the Director of Procurement and Produc- 
tion, Hq AMC, to the president of the company, containing the minimum require- 
ments of the Program, and requesting confirmation of the company’s willingness 
to establish and conduct such a program, together with the name of the individ- 
ual designated as the small business liaison officer. The reply from the company 
will be noted in the records of the APD and sent to the Commander, AMC, attn: 
MCP-5, through the appropriate AMA headquarters. 

%* (13) Where contractors have established Defense Subcontracting Small 
Business Programs, responsibility for which has been assigned to the Air Force, 
determine the adequacy of the contractor’s Defense Subcontracting Small Bus- 
iness Program by a personal call on the contractor within 90 days after having 
been notified that the contractor has established a program. In determining the 
adequacy of the contractor’s program, AFPI Form 46D, “Defense Subcontract- 
ing Small Business Checklist,” will be completed and retained in the small 
business specialist’s files. A copy of the completed checklist will be furnished 
to the administrative contracting officer or the AF plant representative for his 
consideration when reviewing the contractor’s purchasing system for approval 
or disapproval, since it is recognized that liaison with the contractor insofar as 
subcontracting to small business is concerned is a joint responsibility of the 
small business specialist and the administrative contracting officer. Discrepan- 
cies in the contractor’s Defense Subcontracting Small Business Program re- 
flected by the completed checklist will be brought to the attention of the con- 
tractor’s small business liaison officer with an appropriate request for corrective 
action. 

(c) Reports. AFPI Form 46E (formerly AMC Form 261D), “Small Bus- 
iness Quarterly Progress Report,” will be prepared for each calendar quarter 
(covering the periods from July through September, October through December, 
January through March, and April through June). Each APD will submit the 
report in duplicate to the appropriate AMA headquarters. Each AMA will 
prepare the report for the operation at its headquarters, and attach one copy 
of the report submitted by each APD. One copy of these reports, supported by 
the detailed breakdown by States required by item 7 of AFPI Form 46E, but 
omitting the detailed breakdowns required by items 4, 9, and 10, will be sub- 
mitted to the Commander, AMC, attn: MCP-5, in time to be received not later 
than 25 calendar days after the end of the period covered by the report. RCS: 
AMC-N37 is assigned to this report. 


Part 2—Defense Production Pools 


51-200 Scope of Part. This part sets forth the statement of principles to 
guide AF personnel in their dealings with Defense Production Pools that have 
been approved under the provisions of the Defense Production Act of 1950, as 
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amended. The part also provides a procedure for confirming that a group repre- 
senting itself to be a Defense Production Pool is an authorized pool and pre- 
scribes a warranty clause and a warranty certification in connection with con- 
tracts with pools. 

51-201 Applicability of Part. This part applies to all AF procurement 
activities within the continental United States. 

51-202 Statement of Principles of Contracting With Defense Pools. 

(a) Definition. A Defense Production Pool consists primarily of a group 
of manufacturing concerns having among themseives production facilities, whose 
owners have associated together to obtain and perform jointly, or in conjunction 
with each other, contracts for the production of articles, equipment, supplies, 
and materials, and the furnishing of services for defense use, and who have 
agreed among themselves concerning their organization, relationship, and pro- 
cedure, and which has been approved as a Defense Production Pool according 
to the Defense Production Act of 1950, as amended. 

(b) Exemption from Walsh-liealey Act. Approved production pools and 
members thereof are not required to conform to the definition of “recular dealer 
or manufacturer” as set forth in ASPR 1-201.9 by reason of an exemption 
granted by the Secretary of Labor by order dated 14 June 1951 with respect 
to section 1 (a) of the Walsh-Healey Act. In all other respects, financial re- 
sponsibility and performance capability of the production pool will be deter- 
mined as for any contractor according to AF procedures. 

(ec) General Policy. The general policy of the Department of Defense and 
the Air Force is to conduct business with Defense Production Pools on the same 
basis as with all other. bidders and contractors. Pools will neither be discrim- 
inated against nor favored over other bidders and contractors solely by reason 
of the form of their organization. 

%(d) Determination of Status. The contracting officer is responsible for 
determining whether a group of firms seeking to do business with the Govern- 
ment is an authorized Defense Production Pool and whether the Administrator 
of the SBA has designated.the particular pool a “smail business.” In any case 
where the award of a contract to a group representing itself as a Defense Pro- 
duction Pool is contemplated, the contracting officer will request the small busi- 
ness specialist in the APD within whose geographical boundaries the pool is 
located to obtain from the SBA and furnish the following: 

(1) Confirmation of whether the group is an authorized Defense Pro- 
duction Pool. 

(2) A list of the member companies of the pool. 

(3) A statement regarding the type of organization and plan of op- 
eration of the pool. 

(4) A statement regarding the preferences and privileges granted to 
the pool, e. g., whether the Administrator of the SBA has designated the par- 
ticular pool a “smali business,” in order that it may be granted preferences and 
privileges accorded to small business concerns. 

%* (e) Solicitation of Bids and Quotations From Pools. On request, duly 
authorized Defense Production Pools will be placed on appropriate bidders’ 
mailing lists when the request is accompanied by a photostatic copy of the pool’s 
Notification of Approval. IFB’s or RFP’s will be furnished to the Defense Pro- 
duction Pools on the appropriate bidders’ mailing list for a specified item or group 
of items. Each pool normally will be considered as one source of supply irrespec- 
tive of the number of its membership, and generally will be furnished one set 
of bid or proposal forms. Membership in a pool will not preclude individual 
members from bidding on procurements for which they are qualified. 

(f) Award of Contracts. 

(1) Bids and quotations submitted by Defense Production Pools will 
be analyzed pursuant to the same procedures and principles that pertain to all 
other prospective contractors. 

(2) When the Administrator cf the SBA designates a particular pool 
“small business,” the pool will. be granted the preferences and privileges ac- 
corded to small business concerns. 

(3) Where the pool will substantially perform a contract in plants lo- 
cated in areas of labor surplus, the preferences granted to contractors performing 
work in such areas will be applied to the award of the contract. 
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(4) Before awarding a contract to a pool, the contracting officer will 
insure that: 

(A) There will be performance, both as to quality and delivery. 
Preaward surveys and facilities capability surveys will be 
conducted to determine the capability of performance of a 
pool in the same manner as for any other contractor. To 
insure the uninterrupted production of the manufacture of 
supplies or the furnishing of services to be undertaken by 
a pool, the financial resources to be employed in or avail- 
able for the performance of the contract will be examined 
just as in the case of an individual contractor, to determine 
whether they are sufficient to give reasonable assurance of 
satisfactory performance. 

(B) The Pool Agreement adequately binds each participating 
member who agrees to undertake part of the work on a 
contract to comply with his obligation to do so. 

51-203 Execution of Contracts With Pools. Contracts awarded to Defense 
Production Pools will normally be made in the name of the Defense Production 
Pool. Except as otherwise provided, such contracts will contain the War- 
ranty clause prescribed in paragraph 51—203.1, and there will be attached to, 
and made a part of, the contract a Warranty and Certification instrument as 
prescribed in paragraph 51-—203.2 below. 

51-203.1 Warranty Clause. Except as provided in paragraph 51-—203.3, 
the clause set forth below will be concluded in every contract with a Defense 
Production Pool : 


WARRANTY (DEFENSE PRODUCTION POOL) 


The contractor unconditionally warrants that (i) it has been duly ap- 
proved as a Defense Production Pool under the Defense Production Act 
of 1950, as amended; (ii) each of the individual signators listed in the 
instrument entitled “Warranty and Certification (Participating Members)” 
attached hereto and hereby made a part hereof is a member participating 
in such Pool; (iii) such signators are all of the participating members in 
the Pool; and, (iv) the respective dollar amounts set forth in such attached 
instrument under the caption “Financial Liability” indicate the extent of 
financial liability for performance of the allotted portion of the afore- 
mentioned contract by each respective participating member. 

51-203.2 Warranty and Certification Instrument. 

(a) Except as provided in paragraph 51—203.3, the Warranty and Certifi- 
cation instrument set forth below will be signed and executed by every par- 
ticipating member and will be attached to each contract with a Defense Produc- 
tion Pool after the contract has been duly executed in the name of the pool 


and the signature in the name of the pool has been duly certified by the Secre- 
tary or other official of the pool. 


WARRANTY AND CERTIFICATION (PARTICIPATING MEMBERS) 


In consideration of the award of the contract to which this instrument is 
attached, each of the undersigned hereby executes the following warranties 
and grants in favor of the Government. Each of the undersigned uncon- 
ditionally warrants that (i) it is a member of the Defense Production 
Pool designated as the Contractor in the contract with the Government to 
which this instrument is attached; (ii) it will perform its allotted portion of 
such contract in accordance with the terms of that contract; (iii) it will 
be fully and directly responsible to the Government for such performance ; 
and, (iv) it will be individually liable for performance of the contracts to 
an extent not greater than the amount of financial liability stated below. 
Each of the undersigned grants to the Government the right to proceed 
directly against it under the clause in the aforementioned Government con- 
tract entitled “Default,” or otherwise, in the event of any failure on its 
part to perform the contract in accordance with the terms thereof; pro- 
vided, however, that no participating member shall be directly liable to 
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the Government in an amount greater than the amount of its financial 
liability stated herein below. 
Financial Liability Members 


(When the participating member is a corporation, insert at this point the 
form for certification of corporate authority to execute the above instru- 
ment. The signature of each corporate member will be formally certified 
by the corporate official authorized to affix the corporate seal.) 

(b) The above Warranty and Certification instrument will be incorporated 
by appropriate language into the Government contract with the Defense Pro- 
duction Pool. 

51-203.8 Havempted Contracts. Neither the Warranty clause nor the War- 
ranty and Certification instrument will be used when a member of the Defense 
Production Pool: 

(a) Executes the Government contract in his own name as provided by 
the terms of the Pool Agreement. 

(b) Executes a Government contract in his own name independently of 
a pool. 

51-203.4 Performance Bonds. The extent to which performance bonds may 
be required in connection with contracts with pools will be according to the 
requirements of ASPR and AFPI Section X. 
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SMALL BUSINESS COORDINATION SHEET 


1. A. PURCHASE REQUEST NR. 
8. DESCRIPTION OF ITEM OR SERVICE 
Ce ESTIMATED AMOUNT 


2% SUPPLIES OR services [_] ARE [_] ARE NOT WITHIN CAPABILITIES OF SMALL BUSINESS TO SUPPLY OR PERFORM.’ 


3. THE PROCUREMENT wiLt Be [_]AoveRTIseD [_] NEGOTIATED. 


4& A. BIDDERS’ MAILING LIST CONTAINS NAMES OF LARGE BUSINESS FIRMS SMALL BUSINESS FIRMS. 
OF FIRMS ON BIDDERS’ MAILING LIST, LARGE BUSINESSES SMALL BUSINESSES WILL BE SOLICITED. 





(1 « negative anewer 10 given te any of the following line 4B thru 4 below, explanation ie required.) 


8. quantities [_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS TO COMPETE. 





Ce DELIVERY SCHEDULES [_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS, INCLUDING POTENTIAL 
SUPPLIERS, TO COMPETE. 


2. INFORMATION (SPECIFICATIONS, DATA, DRAWINGS, ETC.) [_]!S [_]#S NOT SUFFICIENT FOR COMPETITION XERXES 
TACOS. ? 





&. time [_}ts [_]1S NOT SUFFICIENT TO PERMIT POTENTIAL SOURCES TO ADEQUATELY PREPARE AND SUBMIT QUOTATIONS. 
& A. PROCUREMENT [_]witt [_] WiLL NOT BE SYNOPSIZED, ADVANCE NOTIce: [_] ves [_]wo. 


8. EXCEPTION TO SYNOPSIS (AFP) 2-206) 





C. iF PUBLISHED, THE FOLLOWING DESCRIPTION WILL BE USED: 


& A. DEFENSE MANPOWER POLICY WR. Iv [_]!S [_] IS NOT APPLICABLE. 


8. DEFENSE MANPOWER POLICY WR. Iv SET ASIOg [_] WILL [_] WILL NOT BE APPLIED. PER CENT 


+ Ay SMALL BUSINESS SET ASIDE Chem (Cl) wict NOT BE APPLIED. NUMBER PER CENT SET ASIDE 


8. BID SETS ‘Ces wre oO WILL NOT BE MAILED TO SMALL BUSINESS ADMINISTRATION OFFICES. 


THE AF SMALL BUSINESS SPECIALIST HAS ADDED THE FOLLOWING NAMES TO BE INCLUDED IN THE BIDDERS’ MAILING LIST FOR 
SOLICITATION, (Names fumished by Small Business Administration are marked with an seteri ak.) 
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General Jones. This will be Mr. Johnson, the small-business execu- 
tive. 

Mr. Steep. Will you give his full identification also for the record ¢ 

General Jones. Yes, sir. He is the small-business executive on the 
staff of the Director of Procurement and Production at Headquarters, 
Air Materiel Command. 

It is his duty to technically supervise all of the small-business spe- 
cialists that we have in the field. 

Mr. Streep. Now, what is his full name? 

Mr. Jonson. Maurice L. Johnson, M-a-u-r-i-c-e. 

Mr. Steep. All right. You may proceed, sir. 
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TESTIMONY OF MAURICE L. JOHNSON, EXECUTIVE FOR SMALL 
BUSINESS, HEADQUARTERS, AIR MATERIEL COMMAND, WRIGHT- 
PATTERSON AIR FORCE BASE, OHIO 


Mr. Jounson. We thought it would be helpful to the committee to 
have a little of the background and overall picture of the Air Force 
small-business program to better understand what we have done in the 
subcontracts. , 

We have prepared these charts that I will go over quite briefly so 
that you will have that background. 

Our organization is set up in this manner: We had a specific objec- 
tive in mind in setting up this organization. We wanted to—— 

Foor. Could they be turned around so we could all see them ? 

Mr. Sreep. Yes; since we have copies, could you turn the chart 
around so everyone in the audience can seem them ¢ 

Mr. JoHnson. Yes, sir. 

Mr. Sreep. All right. You may proceed. 

Mr. Jonnson. We wanted to take advantage of the line of com- 
mand. The appropriations act makes the Secretary of Defense re- 
sponsible for the successful carrying out of the small-business program. 
That authority that he has is delegated to the 3 Secretaries of the 3 
services. Now, the Secretary of the Air Force is actually responsible 
for the success of the program from an overall standpoint. Actually, 
the Director of Procurement and Production is the man that is re- 
sponsible to the Deputy Chief of Staff and the Secretary of the Air 
Force for successful procedures in carrying out this program. 

Now, he has an Assistant for Small Business that is on his staff and 
reports directly to him. This Assistant for Small Business is also an 
adviser to the Secretary and the Deputy Chief of Staff. 

Now, in the Air Force, all procurement authority is delegated to 
Air Materiel Command. The Director of Procurement and Produc- 
tion there is the man that is responsible for the carrying out of the 
small-business program. He has on his staff an executive for small 
business. And I happen to be that individual. 

Now, we have 6 Air Force depots, and 8 air materiel] area head- 
quarters. Headquarters AMC, the 6 depots and the 8 air material 
areas are the ones that do the purchasing for the Air Force. In ad- 
dition to that, the air materiel areas have the dual responsibility of 
supervision over our 18 air procurement districts, 1 of which is located 
here in Los Angeles. 

The air procurement districts do not place any contracts. They 
administer contracts. 

Now, the Director of Procurement and Production at each of the 
depots, at each Air materiel area and the chief of each Air procure- 
ment district has on his staff a small-business specialist that reports 
directly to him. 

Now, I point that out for this reason. Members of this Small Busi- 
ness Committee have questioned us every year about our organiza- 
tion, having this in mind. 

They have asked this question: Why doesn’t the Assistant for Small 
Business report directly to the Secretary rather than someone who 
reports to someone who reports to the Secretary ? 
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Now, here is the reason: This is the man in this position who is re- 
sponsible for the successful operations. If this individual occupying 
this position did not report directly to him he would not feel that 
responsibility. 

I hope I have made the point. 

Mr. Sreep. Yes. 

Mr. Jounson. This is the next chart. 

The basic small business programs that are active at the present time 
in the Air Force is demonstrated by this chart. I have shown you the 
Air Materiel areas and the depots. That, with Headquarters AMC, 
makes up the 15 major purchasing offices. Now, at those purchasing 
offices that buy everything the Air Force uses except local purchase of 
housekeeping items, we have a specific operation that is carried on in 
connection with prime contracting. 

I have a form here that I would like to have you Congressmen see 
and I would like to offer this for the record if I may. 

Mr. Steep. We would be glad to have it for our files. 


General operating au- 
thority and procedures 
encouraging subcontracting 
and use of small business 
firms. 





ayes 


2. AFPC-I0 


DOD Directive 3005.3 
(7 Dec.54) maintain a 
sound base through 
“maximum subcontracting” 


(1 Feb'55) each proposed procurement of 
planned items reviewed by AMC to assure 
“maximum subcontracting” 


3. Ha. USAF controlled LTR5532! 


ht 
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“ FAIR 
PROPORT/ON " 


(28 Apr 55) prior to place- 
ment of contracts requiring 
add! qovt-owned facilities, 
consider € utilize open 
capacity and eae 
“maximum subcontracting 
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AF PI- 51-103 

“a fair proportion of the 
total purchases & contracts 
for supplies and services for 
the Dept of the AF will be 
placed with Small Business 
Concerns whether as prime 
contractors, subcontractors, or 
Suppliers " 


open competition with 


an equitable opportunity 
to compete 
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|. Prime contractor submits 
proposed sub-structure to 
AMC with original proposal. 
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2. Proposed sub-structure reviewed 
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3. Negotiations with contractor- 
includes aqreement for small 
business program. 
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subcontracting 
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© 88 SMALL BUSINESS VENDORS | APPR 100 SMALL BUSINESS VENDORS 
EXAMPLES OF COMPANIES 


HARTWELL AVIATION, L.A. SWEDLOW MFG, CO., LA 
AMERICAN CARRY PROD. LA PRECISION METAL, SAW DIEGO 
KIRKHILL RUBBER CO,, L.A LAMB RUBBER, GLENDALE 
PROGESS MACHINE CO, L.A. COST METALCRAFT, L.A. 
UTILITY METALS, L.A. TYCE ENGINEERING, SAN DIEGO 
CONTRACT MFG. CORP L.A. BONE ENGINEERING, L.A 
EXAMPLES OF PRODUCTS 
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HINGES WOODEN FLOOR PANELS 
MACHINED PARTS RING SEALS 

FORMED RUBBER PANEL DOORS 


RUBBER EXTRUSIONS VANES 
FORGINGS INSTRUMENT CASTINGS 
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Mr. Jounson. Prior to any action on any procurement, that form 
is completed by the contraeting officer and the small-business specialist 
assigned to each one of those purchasing offices. At that time also, if 
there is a Small Business Administration representative available, we 
call him in and he sits in on that conference. At that time we deter- 
mine whether or not there will be a set-aside, the procedure that was 
discussed yesterday. 

Now, also, we have local purchases at some 150 bases in the country. 
We do not have small-business specialists assigned to those bases, be- 
cause there are none of them where the volume would justify having 
a man assigned there or any special operation, although our policies 
and basic procedures apply to the contracting officers at those bases. 

These are the places where the contracts are awarded. Now, after 
the award of a contract, the contract is assigned to 1 of the 18 Air 
procurement districts for administration. In the case of the large 
contractors such as the ones that you heard yesterday, Douglas, Nort 
American, and so forth, there are 35, I believe, where the volume of 
business is so large that we have plant representatives assigned to 
those plants. All other contracts are administered by the Air procure- 
ment districts. We have a small-business specialist in each one of 
these districts and his principal duty is to assist small business in ob- 
taining subcontracts. It is a two-way street. 

Actually, a part of his job is to—— 

(Mr. Roosevelt joined the committee at this point.) 

Mr. Jounson. A part of his job is also to assist the prime contractor 
in obtaining subcontractors with the qualifications that are needed. He 
also maintains procurement information, current information, on 

rime contracting, that is, proposed procurements and so it is all tied 
in together, the awarding of the contracts, the administration of the 
contracts, and the assistance in subcontracting. 

Now, an important part of this program is the liaison officers ap- 
pointed by our large prime contractors who are the contact men for 
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small-business specialists located in the Air Procurement District, as 
well as the Small Business Administration representatives who may 
call on them. 

Now, the Assistant Secretary last year appointed an advisory group 
to assist in making the program, our program, more effective. That 
group was made up of representatives from industry and with their 
experience, we were able to, I think, strengthen that program con- 
siderably. 

This is the next chart. We don’t buy commercial items: 90 percent 
of our dollar goes for airframes, engines, missiles, and highly complex 
aeronautical equipment that, generally speaking, is beyond the scope 
of small business to handle as prime contractors. In addition to that, 
it doesnt’ show here, but there is what is commonly known as single 
service assignment. There are 38 categories of equipment that are as- 
signed to one or the other of the 3 services to buy for all services. We 
only have three of them. The rest of them include the subsistence, 
clothing, ordinary housekeeping items, commercial items, and so forth, 
and are not assigned to the Air Force, so in view of this situation we 
must have an aggressive subcontracting program if small business is 
to get a of the Air Force dollar. {Whereupon the next chart was 
shown. 

This was realized at the inception of the program in 1951; the small- 
business office in the Air Force was opened in April of 1951. On July 
1, 1951, we began the operation that I have just described to you by the 
previous chart. 

In 1951, in order to find out where we were before we decided where 
we were going to go, the Assistant Secretary at that time appointed the 
committee of four gentlemen from industry to study the situation 
and make recommendations as to what they would consider to be an 
effective program. These gentlemen visited most of our large bases 
in the country. They visited many of our large contractors’ plants. 
They discussed the situation with people such as the two witnesses 
whom you had yesterday, Mr. Nagely and Mr. Bosio, and they reported 
to the Assistant Secretary and the result was the basic procedures that 
grew into what I have just described to you. 

Each one of our large prime contracts at that time—I wont’ say each 
one, but about 800 of them at that time—appointed within their own 
organization small-business liaison officers to be the contact man with 
the Air Force. 

Now, in 1953, we still didn’t know how much of these dollars were 
going to small business other than by the medium of prime contracting, 
so we took our 100 largest prime contractors and asked for a report 
from them which I will show you later. 

In 1954, it was decided to renew this advisory group. A new group 
was appointed. We felt that the situation had changed considerably. 
Procurement had changed. In the meantime, we had to centralize 
our procurement from one place, Wright-Patterson Air Force Base, 
to those 15 bases m the country, and we thought it would be a good 
idea to take a new look at the situation and perhaps get some advice 
from the industry, based on up-to-date information. 

One of the important results of the discussions held by this grou 
developed into what we know now as the defense subcontracting small 
business program, which is described in Department of Defense In- 
struction No. 4100.20. That basically was developed by this group, 
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and we had for some time felt that our program would be much more 
effective if there was a uniform program carried out by the three 
services. 

Mr. Pike, Assistant Secretary of Defense, felt the same way, and 
we are very happy that that program was adopted on a Department of 
Defense basis, practically as it was developed by this group. 

In 1956, this year, we felt that—the fiscal year of 1956, we felt 
that there had been considerable comment from various sources as 
to the pulling back of subcontracts by the primes. We therefore felt 
it was necessary to make a new report, get a new report, that is, to 
compare it with this previous one. [Whereupon the next chart was 
shown. | 

This is the report of 100 prime contractors that we obtained several 
years back. These contractors had contracts at that time with a face 
value of $15.5 billion, so we feel that the report is fairly reliable with 
such coverage. We found that 48 percent of each dollar was retained 
by the prime for taxes, payroll and so forth, and they placed outside 
with large subcontractors business of a type that was not susceptible 
for further subcontracting in the amount of 9 percent. They placed 
outside also with large subcontractors business that was susceptible 
to some further subcontracting, 22 percent. 

The prime contractors, the 100 large primes, and some of their 
major subcontractors—we did not obtain information from all of 
them—some of their major subcontractors placed directly with small 
business concerns 21 percent. 

This was the first report we got on subcontracting. 

Mr. Roosgevett. That is dollars, is it, Mr. Johnson? 

Mr. Jounson. Dollars; yes, sir. 

Mr. Roosevetr. Thank you. 

(Whereupon the next chart was shown.) 

Mr. Jounson. On April 19, 1955, the instruction which you have 
in your possession, Department of Defense Instruction No. 4100.20 
was issued, the subject being “Department of Defense Small Business 
Subcontract Program.” 

I would like to at this point clarify one thing about these instruc- 
tions. A Department of Defense instruction is issued by the Secre- 
tary of Defense to the three Secretaries, the Army, the Navy, and the 
Air Force. 

Upon issuance, it immediately becomes the policy of the three De- 
partments. A Department of Defense instruction does not get to 
the working level. It is not intended to be a working document. The 
implementation by the three Departments is what the contracting offi- 
cers and the operating people use for direction. 

Now, I think that was not brought out clearly. This particular 
one got more widespread distribution than normal, because we sent 
a copy of it to each of our prime contractors and we got it into a 
great many hands, but normally, a Department of Defense instruc- 
tion does not circulate to the working level. 

That was on the 19th of April, 1955. The Air Force implemented 
that instruction with detail instructions to operating people by Air 
Force procurement circular in the same year, in June—June 28, 1955. 
_ Now, one of the important provisions of Air Force Procurement 
Circular No. 25 provides that the contracting officer will; when the 
contract exceeds a million dollars or he may, if the contract is of a 
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lesser amount, urge the contractor to establish and conduct as a part 
of his purchasing system a defense subcontracting small-business 
progEnre. I want to emphasize what the Air Force has put into the 
implementation of this directive; that we want the contractor to es- 
tablish and conduct the program as a part of his purchasing system. 
If you will bear that in mind, I a bring that up again a little 
later. [Whereupon the next chart was shown. | 

The program that we expect the contractor to put into effect is to 
have as a minimum these eight provisions: The designation of an 
executive of the company or plant as its small-business liaison officer. 
He is responsible for putting the program into effect and seeing that 
it is effectively implemented and carried out and he is the contact man 
with the Air Force small-business specialist and the representatives 
of the Small Business Administration. 

We expect him to publish the policies and procedures, preferably 
in their instructions to their purchasing departments. We expect 
them to adopt policies that will assure small business concerns an 
equitable opportunity to compete for subcontracts and we ask them 
to maintain records as to large and small prospective contractors. 

Now, Mr. Nagely pointed out yesterda that they keep a record of 
the size of each firm that they are doing business with. I would like 
to point out that they obtained that information on all of their 
prospective subcontractors prior to doing business with them. In 
other words, our contention was that they couldn’t carry out an ef- 
fective subcontracting program unless they knew before they placed 
the contract whether it was a small business or large business. 

We expect them and they are placing the subcontracting clause 
in the contracts with major subcontractors. That appears in their 
contract with the Air Force. 

Then, we ask them to request their major subcontractors to es- 
tablish the same program with the same provisions within their 
organization. We want them to utilize, directly utilize any informa- 
tion on potential small subcontractors that is furnished to them by 
the Air Force small-business specialist or the representatives of the 
Small Business Administration, and we expect them to submit reports 
to us when the report form is approved by the Bureau of Budget 
and I understand that it will be approved very shortly. [Whereupon 
the next chart was shown. | 

Now, that instruction that we just discussed there provided for the 
contracting officer urging the contractor to establish this program 
when he awarded them a contract of a million dollars or more. The 
Air Force did not feel that there was any point in waiting to award 
contracts of that type, so immediately following the issuance of our 
directive on the subject, Air Materiel Command sent a letter to 239 
large Air Force prime contractors. 

hat was in July 1955. It was a letter from the Director of Pro- 
curement and Production addressed personally to the president of 
each of these companies. 

I have several copies of that letter. Would you care to have that 
submitted for the record ? 

Mr. Streep. We would be glad to have it for our files. 

(The letters referred to are on file with the committee. ) 

Mr. Jounson. Now, as to the selection of the 239 prime contractors, 
it was on this basis: Each one of those had contracts with an unin- 
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voiced dollar balance at that time of a million dollars or more. We 
received immediately 189 favorable replies. 

Some of the information in those replies startled me a little bit. 
Some of them stated that they had had small-business subcontracting 

rograms for some time that I was not aware of. Some of them had 
eae requiring reports from their purchasing people on the awards of 
subcontracts to small business and to large business. 

One of them even had adopted the procedures that we use in connec- 
tion with prime contracting, which involves an accounting on the part 
of the contracting officer for contracts placed with large business 
when the contract was for supplies or services that could have been 
furnished by small business. 

Some of those replies surprised me. 

Now, obviously, many of these contractors are also Army and Navy 

rime contractors. It wouldn’t do at all to have an Air Force small- 
ee specialist and an Army small-business specialist and a Navy 
small-business specialist all telling these people how to run their sub- 
contracting program, so we decided that we would make the assign- 
ments for determining the adequacy of the program to the service that 
had mobilization planning cognizance over the particular contractor’s 
xlant. Ninety-seven of the two hundred and thirty-nine are Air 

orce plants, as far as that particular feature is concerned. [Where- 
upon the next chart was shown. ] 

Then, the district office, such as our district office here in Los An- 
geles, has a small-business specialist, as I said, on their chief’s staff. 
He is the one that is responsible for determining whether or not the 
contractor has adequately carried out the subcontracting program; 
that is, with the plants that are assigned to the Air Force for mobiliza- 
tion planning cognizance. 

His job is to do that by completing a checklist that follows very 
closely the eight provisions of the program. 

Now, a copy of that checklist, when completed, is to be furnished 
to the administrative contracting officer. I pointed out before the 
importance of the wording in the directive that the contractor will 
establish the program as a part of his purchasing system. 

The administrative contracting officer has the authority to either 
approve or disapprove the contractor’s purchasing system, and that is 
where he gets into the small-business program. 

Mr. Roosrve.r. Have you got a copy of that checklist? 

Mr. Jounson. No, sir. I don’t have it, but the checklist follows very 
closely the provisions that are set forth in this directive. I want to say 
in connection with these directives, as I pointed out, that we had im- 
plemented Department of Defense Directive No. 4100.20 by Air Force 
Procurement Circular No. 25. 

Very recently, on May 7 of this year, we have taken the imple- 
mentation of the 3 directives that you have; that is, 4100.9, 4100.10, 
and 4100.20, and we have combined them into 1 section of Air Force 
procurement instructions, and I would like to submit that. 

Mr. Sterep. Thank you. 

Mr. Rooseverr. Could the committee be furnished with a copy of 
the checklist ? 

General Jones. Yes, sir. 

Mr. Jounson. I said that we wanted to recheck what was going 
on in subcontracting in the light of what we found in our earlier report 
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of the 100 large prime contractors. [Whereupon the next chart was 
shown. | 

We had an opportunity to make a very good check in the case of 
the B-47’s because the particular contract involving some nine-hun- 
dred-and-sixty-odd B-47’s was completed. We did not very often 
have an opportunity to make a check of a completed contract from 
start to finish, so we checked on the B-47’s, or rather we had the prime 
contractor do so. 

We checked also 1,000 A5 tail fire-control systems that go into the 
B-47’s that are furnished by General Electric. We checked on 6,000 
J-—47 jet engines. 

We found that the consolidated value of those 3 contracts was 
$1,805,972,000. That would be 100 percent. 

We found that the prime contractors on those 3 contracts retained 
for their own operations 32.8 percent. Dollarwise, that was $578,- 
828,000. 

They placed outside of their organization with large subcontractors, 
$964,465,000. 

It is known that small business received from the prime con- 
tractors and from certain large subcontractors that were able to furnish 
the information, $385,598,000 or 21.4 percent of the total consolidated 
value of those 3 contracts. 

That is four-tenths of 1 percent at variance with our previous survey 
of the 100 large prime contractors. 

Now, this amount here, the $133 million was placed by large sub- 
contractors that held $717 million worth of subcontracts out of the 
total of $964 million. 

On the rest of it, we were not able to get the information. 

In this connection, I would like to mention one thing. In the 
previous report of the 100 large prime contractors, which indicated 
that 21 percent went to small business from the prime or from the 
major subcontractors, that was started in 1951. At the same time, 
the Senate Small Business Committee staff was assigned a project by 
Senator Sparkman to make an independent survey of Air Force econ- 
tractors with the same objective, and the results of that are quite 
interesting. They are very much the same. 

Gentlemen, that completes this presentation. Thank you. 

Mr. Streep. Thank you, sir. 

General Jonrs. I have Colonel Armbrust, who has a small flip chart 
on the subject of subcontract area. 

Mr. Steep. For the record, would you give his full name and identi- 
fication, please ? 


TESTIMONY OF CARL W. ARMBRUST, LIEUTENANT COLONEL, 
UNITED STATES AIR FORCE, HEADQUARTERS, AIR MATERIEL 
COMMAND, WRIGHT-PATTERSON AIR FORCE BASE, OHIO 


Colonel Armerust. My name is Carl W. Armbrust, A-r-m-b-r-u-s-t, 
lieutenant colonel, United States Air Force, and I am Chief of the 
Air Frame Missile and Engine Section, Headquarters, Air Materiel 
Command. | 
Mr. Steep. Please proceed. 
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Colonel Armprust. The title of the presentation is “The Subcontract 
Task in Maintaining the Broad Base.” 

The purpose of the presentation is to show the general operating 
authority and procedures, encouraging subcontracting and the use of 
small-business firms. 

The Air Force policy on small business is contained in Air Force 
Procurement Instruction 51-103, which states that it is the policy of 
the Department of the Air Force that a fair. proportion of the total 
purchases and contracts for supplies and services for the Department 
of the Air Force will be placed with small-business concerns, whether 
as prime contractors, subcontractors, or suppliers. 

Now, the Air Force procurement instruction further defines “a fair 
proportion of the total purchases and contracts” as that proportion 
which can be won by small business through open competition with 
an equitable opportunity to compete. 

The Air Force procurement instruction goes even further and defines 
“an equitable opportunity to compete” as that opportunity which exists 
when all firms which make suitable application are added to the 
bidders’ list; that all firms, whether large or small, contained on the 
bidders’ list are given an opportunity to answer a proposal—that is, 
they receive a request for proposal from prime contractors when the 
Te the quality, and the time involved for production is such 
that small-business firms can reasonably be expected to compete. 

The authority for subcontracting in the Air Force is derived from 
the Department of Defense Directive No. 3005.3, which is dated De- 
cember 7, 1954, and which states in part that it is the policy of the 
Department of Defense to maintain a sound base in the aircraft indus- 
try through maximum subcontracting. 

This Department of Defense directive has been implemented by 
Air Force Procurement Circular 10, which is dated in 1955, the 11th 
of February, which states in part that each proposed procurement of 
planned items is reviewed, or will be reviewed, by the Air Materiel 
Command to assure maximum subcontracting. 

It is further implemented by Headquarters USAF Control Letter 
55-32, dated April 28, 1955, which states in part that prior to place- 
ment of contracts requiring additional Government-owned facilities 
we must consider and utilize all open capacity and maximum sub- 
contracting. 

While the purchase of small parts and vendor items commonly 
called off-the-shelf items forms a somewhat direct relationship between 
prime contractors and small business, there is another area of produc- 
tive sales which forms an indirect relationship between prime con- 
tractors and small business. 

This is the purchase of major parts, major items, and major sub- 
assemblies by the prime contractor from his subcontractors. It is com- 
monly referred to as major off-site productive effort or, more generally, 
subcontracting. [Whereupon the next chart was shown. | 

This chart is designed to show the direct relationship between the 
prime contractor and small business as a result of purchasing vendor 
items or off-the-shelf items and also the indirect relationship as a result 
of subcontracting major items of the end item or the particular pro- 
curement. The prime represented here subcontracts to his major 
eee who in turn subcontracts a portion thereof to small 

usiness. 
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We feel that the more subcontracting that a prime contractor does, 
the greater probability there is of small-business participation in any 
one program, and as a result of this subcontracting by the prime con- 
tractor, an industry interaction takes place, which brings into play 
as much of the productive capacity as can be utilized on one particular 
program. {Whereupon the next chart wasshown.| _ ' 

The procedure in implementing the DOD directive and the Air 
Force procurement circular, which I have cited, is shown on this 
page here, and I will start with: One, the prime contractor submits his 
proposed subcontract structure to the Air Materiel Command with his 
original proposal. That is as a result of the request for proposal from 
the buyer. The proposed subcontract structure is reviewed and evalu- 
ated at the headquarters and negotiations are carried on at the same 
time with the prime contractor or the potential prime contractor. 

Now, these negotiations are of two types: One, we are negotiating, 
when necessary, for the maximum subcontracting structure. ‘Two, of 
course, we are negotiating for a cost or a price of the end item to be 
delivered. This is commonly called the supply negotiation. ‘This 
negotiation includes the agreement mentioned by Mr. Johnson for the 
small-business program, the supply contract negotiations. 

After the contract has been approved and the subcontract struc- 
ture has been approved, the contract and the approved subcontracting 
structure are forwarded to the administrative contracting officer, who 
is generally located either at the prime contractor’s plant or in the 
district serving that plant for use in administration of the contract, 

At the same time, the small-business program check list, which Mr. 
Johnson mentioned, is completed by the small-business specialist and 
returned to the administrative contracting officer for use in administer- 
ing the contract. 

Now, the review that takes place at Headquarters, Air Materiel Com- 
mand, with respect to the subcontract structure, is as follows, 
[| Whereupon the next chart was shown. | 

Each proposed subcontract structure is reviewed on an individual 
basis to determine, first of all, the percentage of off-site production. 
This is composed of an item-by-item review for both on- and off-site 
production ; that is, those items which are being made in the plant by 
the prime contractor as well as those items or subassemblies which he 
proposes to subcontract to other companies within the industry. 

A comparison is made of the percentage and of the items with other 
contractors in the aircraft industry to determine how this particular 
contractor looks compared with the rest of the industry. It is then 
determined whether or not it is feasible to request the prime con- 
tractor to subcontract additional items. 

We ask ourselves, Can it be done? Can he, in fact, subcontract more 
than he is proposing to subcontract ; and should it be done; that is, from 
an economic aspect, from quality control, from engineering control, 
and so forth ? 

Should he subcontract additional items other than those he is pro- 
posing to subcontract ¢ 

Of course, if it is necessary, negotiations with the proposed con- 
tractor to establish the maximum practicable structure are carried 
on at that time, as previously mentioned. 

Mr. Roosrveir. Who makes this review ¢ 
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Colonel Armerust. Headquarters, Air Materiel Command. 
[ Whereupon the next chart was shown. | 

An example of a typical subcontract negotiation is contained here 
and originally, when the prime contract was first being negotiated, the 
contractor proposed a minimum amount of subcontracting as may 
very well be expected. The Air Materiel Command cited the Depart- 
ment of Defense directive and the Air Force policy with respect to 
subcontracting, and began initial negotiations for a maximum, 
feasible subcontracting structure. 

The contractor then proposed approximately 26 percent subcontract- 
ing of the major items as I have previously mentioned, plus about 10 
percent of these purchased parts or vendor items, as they are commonly 
called. . 

This 26 percent was then compared with the industry average and 
other contractors in the industry. The industry average at that time 
happened to be about 30.2 percent for all aircraft and 32 percent for 
bombers. We also have an average for fighters, and, in order to allow 
us to make comparable deductions and analyses. 

As a result of this comparison, we continued our negotiations with 
the contractor and recommended additional items for subcontracting. 
Some of the items are listed here: Section 46 of the fuselage, spoilers, 
inboard ailerons, flaps, some outside doors, wing sections, and other 
major parts of the airframe. 

As a result of this negotiation, the contractor agreed to increase his 
subcontracting to a total of approximately 46.2 percent. [Whereupon 
the next chart was shown. | 

This example is shown here in pictorial breakdown. When the con- 
tractor first came in with his proposed subcontract structure, it 
amounted, as I stated before, to very little subcontracting. As a result 
of the initial negotiations which took place, the subcontracting struc- 
ture went up to a percentage of 26 percent plus about 10 percent pur- 
chase parts. [Overlay added to chart.] These items shaded in blue 
were proposed for subcontracting by the prime contractor. 

Further negotiations followed, as I stated previously, and we recom- 
mended additional items for subcontracting. [Second overlay added 
to basic chart.| The contractor agreed ultimately to subcontract that 
proportion of the aircraft that is contained in the shaded blue color, 
so that the airplane now looks like this, as far as subcontracting is 
concerned, with the white portion being manufactured on site, and 
the blue areas being manufactured off site or, in fact, through sub- 
contracting. 

I am now going to show you the indirect relationship between the 
prime contractor and small-business firms. In this particular con- 
tract, two of the major subcontractors perform approximately 17 to 
18 percent of the subcontracting. They are Rohr Co. and Ryan Corp., 
neither one of which is small business. [Whereupon the next chart 
was shown. | 

Nevertheless, these are some of the parts that these two companies 
are manufacturing. The Rohr Co. indicates that approximately 21 

percent of the dollar value of their contracts on this particular aircraft 

is being distributed to 88 small-business vendors, and here is an 
example of some of the companies with which they are doing business 
and an example of some of the products which these companies are 
furnishing to Rohr for this particular contract. 
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Ryan is essentially the same story, with about 19.6 percent of their 
value of this contract being distributed to approximately 100 small- 
business vendors. Here is an example of some of the companies and 
also an example of some of the products which these companies are 
furnishing to this major subcontract of a prime contractor. [Where- 
upon the next chart was shown.| An example to show the effectiveness 
of the program, a factual example, incidentally, is contained on this 
bar chart. This chart shows that the airframe industry average sub- 
contracting percentage before World War II—this is in about 1941, 
in fact, or 1940 to 1941—was approximately 8 percent. That is, the 
prime contractors were subcontracting approximately 8 percent of 
their total productive effort—this is in terms of man-hours of effort— 
to offsite producers and other manufacturers; subcontractors, in fact. 

During World War II, the industry average reached a peak of 40 
percent subcontracting by the prime contractors to subcontractors, and 
immediately after World War II, in fact within 2 years after World 
War II, the subcontracting percentage reached a low of 6 percent in 
the airframe industry. 

At the beginning of the Korean war in 1950, the subcontracting 

average stood at approximately 20 percent—by efforts again—and at 
the peak of production during the Korean war, in 1953, subcontracting 
reached a peak of 35 percent in the airframe industry. It was still 
going up, incidentally, when the Korean war ended and the stretch-out 
program, as it is commonly referred to, came into being. The subcon- 
tracting percentage began to rapidly decline as the production re- 
quirements of the Department of Defense began to decline, and this, 
of course, is directly related to the state of war in which we find our- 
selves at the present time or at any time. The subcontracting average 
trend in the industry followed a line approximately thus, as shown 
on the chart in gray; so for 1955, the trend indicated approximately 
26 percent subcontracting. By 1958 we were estimating approxi- 
mately 20 percent subcontracting or possibly even less, but as a re- 
sult of the program which I have outlined previously, the subcon- 
tracting percentage leveled off in 1955 and was maintained at ap- 
aw 30 to 31 percent. Further we feel that we have wn 
ished the basic structure, for those contracts which have been nego- 
tiated during 1955 and the first part of 1956 for end items which will 
be delivered in the years of 1957 and 1958, so that now we are fore- 
casting approximately 38 percent subcontracting by about 1958. 

This is strictly a forecast. However, we feel that it is a good target 
to be shooting at, as well as a percentage which is indicated by the 
pattern which we have established during the previous years. 

Mr. Streep. Colonel, I am not right clear as to the difference be- 
tween the actual percentage and the trend. 

Do you mean to say that without the additional effort, the trend 
woukt have taken it to about 26 percent in 1955 and 20 percent in 
1958 ¢ 

Colonel Armprust. Yes, sir; that is correct. 

Mr. Streep. By adding on this effort, you are able to offset that 
trend and increase it ? 

Colonel Armprvust. Yes, sir. That is the point. 

Mr. Streep. Mr. Roosevelt, do you have any questions ? 





110 AIRCRAFT INDUSTRY 


Mr. Roosxverr. I have no further questions. I don’t think I have 
any questions on this particular one. I would like to ask Mr. Johnson 
a question or two. 

Mr. Strep. Now, General, does this complete your formal presenta- 
ion ? 

General Jones. That is right. That concludes it, Mr. Chairman. 

Mr. Stexp. With your permission, we would like to ask Mr. John- 
son some questions perhaps. 

Mr. Roosrvett. General, maybe you stated this before I got here. 

For the record, what is the definition of the Air Force that it uses for 
small business ? 

General Jonzs. We have the definition that is in use right now of 
any business, together with its affiliates, which consists of 500 em- 
ployees or less. There is a new definition. 

Mr. Roosrvett. What is that ? 

General Jongs. There is a new definition that has not been adopted 
by the Small Business Administration.. It is about the same except 
that it states that the industry must not be predominant in its field or 
it could be certified by the Small Business Administration as small 
business, which means that it probably could go over, but that has not 
been approved yet. 

a have had advance notification, but right now, it is 500 employees 
or less. 

Mr. Roosrvert. What is the approximate, I suppose yeu call it, 


lead time between the implementation of Air Force directive or letter 


at headquarters and its actual application in the field, let us say? 


I am not being critical. I know there has been a lag, but I am 


wondering if you could give me an idea. For instance, I noticed that 
there were 2 or 3 months between the Defense Department instruction 
until the Air Force Letter No. 25 went out, and then from there, it 
has got to get down to the field. 

General Jongs. That is right. 

Mr. Rooseveir. About what is the lag of time in your opinion? 

General Jongs. Let us take 4100.20, which he used on that chart 
there. The date on Department of Defense Directive No. 4100.20 is 
April 19, 1955. We had coordinated our Circular No. 25, which cov- 
ered that, and had it published on June 25, 1955, which is about 2 
months. I would say that probably it would take it another 30 to 45 
days to get down into the field organizations, although on that partic- 
ular Department of Defense directive, the directive itself had been 
circularized so that they were alerted as to what was coming. 

Your question is a little difficult in that there is such a variation in 
the type of Department of Defense directives and I feel that probably 
that was fairly fast. 

Mr. Roosrve.t. I would say that was very fast. 

General Jones. Yes; I think so. I think that that probably is true. 

Mr. Roosevetr. Do you think it does actually get into effect on the 
field level ? R 

General Jonzs. Yes, sir. Of course, you have got this point, too. 
We have had small business in our organization since 1948; which is 
the first year that the Air Force had procurement responsibility. We 


had, of course, active records in 1951, which Mr. Johnson pointed out,. 


so we had, in effect, similar directions to our people.. 
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Mr. Roosrvert. General, I noticed in the charts as we went along 
that the general average structure by your own surveys and the Senate 
small-business survey came out about the same each time, about 21, 
something or other each time. 

Would you think that that was approximately the maximum amount 
that we could expect small business to receive under the type of pro- 
curement that is now being made, or would you think that we should 
set a target at near a 30 percent or upwards of that ? 

In other words, what I am trying to get at is: Are you satisfied 
that you have reached the maximum or do you feel that there is still 
some distance still to go? 

General Jones. The trend is upward. 

Mr. Roosevett. Well, the trend on subcontracting is up. The 
trend on small business, I didn’t feel, was up. 

General Jonrs. I am just looking back now to World WarII. Dur- 
ing World War II, our figures show about 4.5 percent of the total 
procurement dollars went to small business. 

Mr. Roosevett. How much? 

General Jones. About 4.5 percent total, total procurement dollars. 

After World War IT, it rose to 6.1 percent. Now, it is about 9.7. 

I am talking from the overall now, prime contract dollars. I don’t 
know why subcontracting trends shouldn’t probably follow about the 
same line with maybe some increase to small business. 

Now, the complexity of these weapons are not an easy situation. I 
certainly couldn’t feel that you are going to have a very marked 
increase in the percentage rate. 

Mr. Roosrvert. Now, in the weapons-concept system, the trend 
naturally would be to a greater concentration in order to make it 
fully effective. , 

General Jones. Yes. 

Mr. Roosrvett. Do you feel that it might be worthwhile to again 
reactivate this advisory group which I believe was last active, Mr. 
Johnson, in 1954? 

Mr. Jounson. It is still in existence. It is active, sir. 

Mr. Roosrvett. How often does it meet and what are its exact 
duties and who is part of that advisory group? Are they all civilians 
or a combination of civiilans and military, or what ? 

General Jones. Yes, sir. They are all businessmen with the excep- 
tion of one individual, who is a professor at Harvard University. I 
have a list here. Would you like to hear some of the names? 

Mr. Roosevetr. I think it would be interesting. If we could have 
it submitted for the record, it would be helpful. 

General Jonrs. Now, you asked a question which I didn’t answer. 
How often did they meet? If you will permit me, I would like to ask 
Mr. Johnson. 

Mr. Jonnson. They meet quarterly in Washington with the Assis- 
tant Secretary. 

Mr. Roosrveut. Do they review the subcontracting by small busi- 
ness and so on? 

Mr. Jonnson. Yes; and they discuss all the problems that have come 
to their attention that could have any effect at all on small business 
with reference to subcontracts. 

Mr. Rooseverr. Would you read off the names, if they are not too 
long ? 
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General Jongs. Yes, sir. I would be very happy to. 

Mr. A. Dudley Bach, B-a-c-h, who is the president of the New 
England Metallurgical Corp. 

Would you like the addresses of these people ? 

Mr. Roostvett. No; I don’t. 

General Jonxs. Prof. Paul Donham, Harvard Graduate School of 
Business Administration; Mr. Lloyd Harrison, vice president for pro- 
curement, McDonald Aircraft Corp.; Mr. Bryce Haynes, vice presi- 
dent, Audio Devices, Inc. ; Mr, L. W. Howard, president, Triad Trans- 
former Corp.; Mr. Glenn MacDaniel, general counsel for Radio Elec- 
tronics & Television Manufacturers Association; Mr. Rulon Nagely, 
director of materiel, North American Aviation, Inc.; Mr. W. R. 
Persons, president, Emerson Electric Co.; Mr. Willard C. Twigg, Jr., 
president, Twigg Industries. 

That is it. 

Mr. Roosevert. Now, this advisory board, I presume, at the end 
of each quarterly meeting makes recommendations to the Secretary. 

Mr. JoHnson. That is right, sir. 

Mr. Roosrvert. Has the committee ever been supplied with these 
reports? Have the reports ever been made available to the committee ! 

Mr. JouHnson. No, sir; I don’t believe that they have. 

Mr. Roosgvext. Is there a security reason for not so doing ¢ 

Mr. Jounson. No; there is not. 

General Jonzs. Oh, no. 

Mr. Jounson. The reason is this: These meetings are strictly in- 
formal and we do not keep any minutes of the meetings. We feel 
that if we don’t keep a record of what is discussed and let them 
submit their recommendations to the Secretary at the end of the 
meeting, by following that procedure, we accomplish more. Incident- 
ally, we, that is, the Air Force people, myself and the chief of the 
small-business office at Headquarters, USAF, do attend these meetings, 
and we do participate. We also invite Mr. Ted Haugh who is the 
Small Business Administration liaison officer with the Department of 
Defense. He has attended all of the meetings. 

We feel that if we keep them informal and don’t have minutes of 
the meetings and don’t have a record of the discussions there that 
they will really let their hair down, and we will get more accom- 
plished. 

Mr. Roosrvett. However, they do make formal recommendations ; 
do they not? 

Mr. Jounson. They do, sir ; yes, sir. 

Mr. Roosrvett. Could we have copies, let us say, of the reeommenda- 
tions of the last four meetings ? 

Mr. Jounson. Yes, sir. 

Mr. Roosrvetr. The recommendations of the last four meetings ? 

Mr. Jounson. Yes, sir. 

Mr. Roosrvett. This may be a question, very frankly, that may 
be completely out of line, but if it is, it is simply because I am not 
properly educated. 

Would it be impossible to consider a greater analysis or is it already 
done when you invite your original quotation or bid from the prime 
contractor and instead of having him indicate to you what should 
be the proper proportion of subcontracting and small-business par- 
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ticipation, reverse the process and indicate to him what you felt 
should be that, and then get and acquire his comments / 

Obviously, as I think you said—no, I guess the colonel said—it 
would be normal procedure, especially in a declining period such as 
the Korean war, for him to hold on to as much as he possibly could. 
Therefore, the burden would alw ays be on you to pull it out of him, 
whereas if you reverse the process, you are initiating it and he is 
going to have to substantiate the reason for not doing what you 
suggest. 

Now, does that too greatly complicate the work of the Air Force, 
and slow down the process too much, or are there practical reasons 
why that won’t work ¢ 

eneral Jones. I think that probably we do that. I think what 
you are saying, Mr. Roosevelt, is why don’t we approach the negotia- 
tion table with a positive program ¢ 

Mr. Roosrvetr. That is exactly it. 

General Jones. Yes; we do that. It might be in order just to give 
you a little idea of what is behind our subcontr: acting. 

It certainly goes beyond seeing that small business gets a share 
of the business, although that is an important fact. It is only one 
factor. 

We, who are charged with the production of the Government’s 
weapons, would like to see flexibility in our major contractors’ plants. 

If we had our way, we probably would have a one-shift operation 
with a minimum use of overtime. The rest of it can go out to sub- 
contractors, so that when the time comes for a fast buildup, we have 
got that capacity through overtime and through added shifts to really 
put on the steam, because we feel that even with a short-war concept 
we should have some warning and some time in which to compress 
our production and get as much of our weapons into inventory as we 
can, even though it is a short period of weeks. 

Therefore, we would like to have that flexibility in our larger, more 
important contractors. 

That is one reason why we want subcontractors. Secondly, we 
have certain weapons, the F-100, which is a North American weapon, 
where for a good reason of dispersion and requirement for a very 
important weapon, we have decided that it should be produced in two 
plants, Inglewood and Columbus, Ohio. 

Both plants produce the F-100 airplane. Now, our reason for that 
is not only to have increased production potential, but also to have 
a potential if one outfit is knocked out. If the Inglewood plant is 
knocked out, we still have the possibility that we can keep production 
moving at Columbus. Therefore, from a subcontract standpoint, we 
didn’t want a single subcontractor stocking both plants. 

We will require at the negotiation table that they have two fully 
integrated subcontracting structures, In other words, we will require 
that the same contractor is not feeding Inglewood here that is feed- 
ing Columbus and, in effect, would knock our dispersion idea into a 
cocked hat. 

Therefore, from _a subcontract structure, it is important that we 
get, right in with that contractor and see that these long lead items 
that take a long time to tool up for and start production are in different 
subcontract structures. 

We know we pay forthat. It cost ussomething. 
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Now, those are some of the areas in the subcontracting picture 
that we have to look at and those plans are pretty well formulated 
in our own mind when we do approach the negotiation table with these 
people, so I think, in effect, we do have a positive approach, sir, to 
that matter, as well as to other matters that are discussed at the nego- 
tiation table, such as costs and profit. 

Mr. Roosrvetr. General, I think I can make the comment that you 
have convinced me that it is in the national interest to have the 
greatest possible subcontracting and subcontracting to small business 
concerns. 

General Jones. We are very serious about that. 

Mr. Roosrverr. However, it would seem to me that it would still 
be an objective which we haven’t reached yet. When you make a 
survey of what has happened, as we did in an example of a contract, 
it would be pretty difficult to say whether it is the maximum amount 
or the most desirable amount unless we had pretty well predetermined 
that this is what we ought to be getting at. 

It seems to me that there isn’t enough work done yet on trying to 
set a goal and then perhaps having to vary it for practical reasons as 
it is actually put to work when you let the contract. 

You may appoach it with a positive approach, but it seems to me 
that we don’t have enough of the background work done on it yet so 
that as you really sit down, you have a pretty set figure in your own 
mind in parts and percentages. 

General Jones. Any system can be improved. I certainly agree 
fully with you on that. 

On the particular program that Mr. Johnson showed the B-47, I 
am very familiar as I was project officer for a while. 

I have got to say that we did have our plans set and I think they 
were pretty well set before we put the three contractors into that 
program. I think that that was pretty well established before we 
went into it, and for instance, on the point of subcontracting, our 
percentage factors were established before we sat down with the 
three prime contractors and negotiated the areas that would be sub- 
contracted. 

In fact, we established with the approval of the Department of 
Justice, a production committee chairmanned by the Air Force, in 
that particular case, that covered all of those facets on the B-47 
airplane. 

I certainly agree, sir, that we are constantly striving to improve our 
plan in this area and always, of course, it could be refined. 

Mr. Roosrverr. Of course, the other most important thing here 
is to have the subcontracting and the small business representatives 
be truly representative of people who understand small business 

General Jonrs. That is right. 

Mr. Roosevetr. And the needs of small business. 

General Jones. That is right. 

Mr. Roosrvetr. This is not the proper time or place to examine 
fully into that, but at some point, I think that we might well be inter- 
ested, and I am merely saying this for its future value; that we would 
want to review the qualifications of the people assigned to assess the 
small business cooperation and coordination of the program, because 
obviously, if, let us say, that there is a liaison officer of Lockheed, a 
small-business liaison officer. He still nevertheless has a big-business 
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concept. He is working for big business. He may know a lot about 
small business, but his philosophy is big business. 

Therefore, the qualifications of the person on your side of the fence 
must be pretty good in order to have the little-business man feel that 
he is really represented; that he has real representation and he is 
somebody who is really looking after his interests. This is not the 
time nor the place, but we will be interested in it later on. 

General Jones. Yes, sir. 

Mr. Roosevett. Thank you, Mr. Chairman. 

Mr. Steep. Do you have any questions, Mr. Biscailuz ? 

Mr. Biscatiuz. No, sir. 

Mr. Steep. General, we certainly thank you for your cooperation 
in coming here with your staff and helping us in the matter and if there 
is any additional information that you might want to provide us for 
the record, after we close these hearings, we will be happy to have 
you forward that to us. 

General Jones. We will dothat, Mr. Chairman. Thank you. 

Mr. Streep. Now, in order to give our stenographer a little rest, I 
think that we will have a 5-minute recess, following which we will have 
Admiral Pearson and his staff. 

(Recess. ) 

Mr. Streep. We will now proceed to the Navy Department. 

Admiral Pearson, if you will come forward and identify yourself 
for the purpose of the record and then present your staff and your 
material in your own way, please. 


TESTIMONY OF REAR ADM. JOHN B. PEARSON, JR., BUREAU OF 


AERONAUTICS, GENERAL REPRESENTATIVE, WESTERN DIS- 
TRICT 


Admiral Prarson. I am Rear Adm. John B. Pearson, Jr., Bureau 
of Aeronautics, general representative, western district. 

I may say that we appreciate the opportunity to present the Navy’s 
field operation to you. 

Our presentation is tailored a little bit differently from the previous 
one for two reasons. In the first place, we were asked by the Navy De- 

artment to present the field side, the implementation in the field. 

n the second place, our senior personnel in the Navy Department are 
presenting the same thing to the Senate committee this week—I think 
you know about that—from the departmental side. 

I would like to say that, although I have been here a short time, it 
has been one of my personal investigations to see how the subcontract- 
ing and the small-business phase of the program has operated. I was 
gratified to note in my personal investigation that there was a strong 
and firm policy in each of our major subcontractors and our biggest 
major contractor, of course, in this area is Douglas, in which there is 
a pervetuae. aggressive and strong policy to establish and retain the 
subcontracting both within small business. I have here with us today 
Commander Paretsky, who represents the Bureau of Aeronautics, and 
it is his job in the Bureau of Aeronautics to handle all of the small- 
business side of Navy contracting. He will give you a specific run- 
down from the departmental side on the Navy’s efforts. 

T have also Captain Pfotenhauer, who is the Bureau of Aeronautics 
representative at the Douglas Co., and he will give you the details and 
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is prepared to answer questions as to how it is actually being imple- 
mented and what steps he is taking, his organization is taking, to 
monitor this program and to see that the policies are being carried out. 

Before they go on, however, I have three pieces of paper which I 
think you will be interested in having in the record, that are quite 
significant as to the Navy’s specific broad actions. The first is the 
small-business section of the Navy procurement directives, section 
34, which I will hand to you for the record here. This outlines in detail 
what the field and the Navy Department does in this regard, and those 
are our operating directives. 

This is a recent booklet entitled “Selling to Navy Prime Contrac- 
tors,” dated February 1956, which gives from the point of view of small 
business what the policies are, how to get into this program, the names 
and addresses by cities and States of all the prime contractors. This, 
I think, should be very useful-to small business. 

The third is a Navy small-business personnel directory, also of 
recent vintage, which outlines further information on the small-busi- 
ness program, but also gives the names and addresses, specific names, 
titles, locations, and telephone numbers of the specific hare and per- 
sonnel, not only in the Bureau but in outside aunts and stations that 
are charged with implementing this program. 

I think all three of these will be interesting to you and will indicate 
the kind of effort the Navy Department is making. 

Mr. Streep. The documents referred to will be received for the files 
of the committee. 

Admiral Pearson. With this, if I may, I will ask Commander 
Paretsky to come up and outline to you some of the details of the Navy 
Department’s program. 

Mr. Steep. Conmhantr, if you would like to make further identifi- 
cation of yourself for the record, and then proceed in your own way, 
we will be glad to hear from you. 


TESTIMONY OF COMDR. J. S. PARETSKY, UNITED STATES NAVY, 
SMALL-BUSINESS SPECIALIST, BUREAU OF AERONAUTICS, NAVY 
DEPARTMENT, WASHINGTON, D. C. 


Commander Parersky. I am Comdr. J. S. Paretsky, P-a-r-e-t-s-k-y, 
United States Navy, small-business specialist, Bureau of Aeronautics, 
Navy Department, Washington, D. C. 

My statement is intended to describe, in general, the Navy’s efforts 
to assist small business in the field of subcontracting. Direct imple- 
mentation of this policy is achieved through the joint efforts of indus- 
try and Navy field representatives. 

While only recently publicized to any degree, the Navy has for years 
endeavored to increase small-business participation in the subcontract 
as well as the prime-contract area. Since it results in a dispersed 
mobilization base of suppliers, preservation of critical skills and trades, 
and increased competition thereby reducing costs to the Government, 
we consider this valuable policy. 

To implement this policy, the Navy has taken the following steps: 

1. Each prime contraet of over $5,000 contains a clause entitled 
“Utilization of Small-Business Concerns,” which reads as follows: 

(a) It is the policy of the Government as declared by the Congress to bring 


about the greatest utilization of small-business concerns which is consistent 
with efficient production. 
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(») ‘The contractor agrees to accomplish the maximum amount of subcon- 
tracting to small-business concerns that the contractor finds to be consistent 
with the efficient performance of the contract. 

2. The Assistant Secretary of the Navy (Material), Hon. R. H, 
Fogler, has written personal letters to hundreds of major prime con- 
tractors, including North American and Douglas, urging them in- 
formally to establish an effective small-business subcontracting pro- 
gram. These requests have been met with magnificent response from 
industry. 

3. The Navy, through its small-business specialists and contract- 
ing officers, has secured agreement with 108 major primes to estab- 
lish a formal defense subcontracting small-business program. This 
program consists of eight major points as follows: 

(a) The adoption by the company of procurement policies de- 
signed to assure that small firms have an equitable opportunity to 
secure defense subcontracts, including: 

(1) Requiring, to the extent practicable, widespread solicitation of 
qualified concerns prior to award of subcontracts. 

(2) Allowing sufficient time for competent small concerns to sub- 
mit bids. 

(3) Permitting small firms, to the extent practicable, to submit 
bids for quantities less than the total requirement. 

(4) Making specifications and drawings readily available to in- 
terested small firms. 

(5) Establishing realistic delivery schedules, consistent with prime 
contractual requirements, that do not preclude submission of bids from 
competent small firms. 

(b) The designation of an executive of the company or plant as its 
small-business liaison officer. He will be the contact man with the 
procuring activity and officials of the Small Business Administra- 
tion on matters relating to small-business participation. He will be 
charged by the contractor with assuring that the company or plant 
carries out the small-business subcontracting clause in its contracts, 
and will be responsible for the establishment of an effective “defense 
small-business subcontracting program” within the company or plant. 

(c) The publication within the company or plant of the “defense 
subcontracting small-business program” of the company, including 
the policies and procedures appropriate to accomplish its objectives. 

(d) The maintaining of records showing as to each prospective 
subcontractor on the source lists whether or not it meets the definition 
of a small-business concern. 

(e) The placing of the small-business subcontracting clause appear- 
ing in the prime contractor’s contract in subcontracts of major sub- 
contractors. 

(f) The requesting of major subcontractors to establish and con- 
duct “defense subcontracting small-business programs” meeting these 
requirements. 

g) The utilization of such information related to potential small- 
business sources as is furnished by the appropriate offices of the mili- 
tary departments and the Small Business Administration. 

(A) ha te of such information on subcontracting to small 
business as may be called for at such time as forms duly authorized by 
the Department of Defense are provided by the procuring activity. 
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If I may depart from my statement:for a moment, in the earlier 
presentation there was some discussion about check lists concernin 
this program. I believe we use a similar or the same check list, and 
I would like to provide them to the committee, if you are interested in 
having them. 


Mr. Steep. Thank you. We will receive them into the record at 
this point. 


DEFENSE SUBCONTRACTING SMALL BUSINESS PROGRAM 


The appropriately designated representative of the Military Department 
having responsibility for determining the adequacy of « specific contractor's 
program, will call upon the contractor's Small Business Liaison Officer 
within 90 days after being notified that the contractor has subscribed to 
the program, &nd make out this check list in duplicate. One copy with attach- 
ments will be retained in his files, and the other with attachments will be 
forwarded to higher headquarters of the Department. 


1. ry Yes 0D No Contractor has adepted and published the necessary 
procurement policies and procedures, (attach copies) 


2. [] Yes [) No Contractor has appointed a Small Business Iiaison 
Officer. Name 
Title 





36 Yes No Contractor has publicized within the plant its 
subscription to the Program, (Attach copies unless 
covered in 1. above) 

he No Contractor's sources records show whether or not the 


sources are small business concerns, 


Yes 


5. Yes No Contractor is placing the standard small business 
subcontracting clause in contracts with his major 


subcontractors. 


i ae ee Be) 
aia: oe & 


Yes Wo Contractor is urging his major subcontractors to 
establish and conduct the.same Program, (List those 
who have agreed, and arrange to be advised of future 
subscribers ) 

Yes No Small Business Liaison Officer agrees that the company 
will utilize information on potential sources given it. 


O 
CO 


8. [] Yes 


O 


Mo Small Business Liaison Officer agrees to make such 


subcontracting reports as are requested with Budget 
Bureau authorization, 


9. [ Yes [] No Contractor's program involves activities beyond the 
above minimum requirements. (Attach a description of 
such activities. Contractors who conduct activities 
Nos. 5 and 6 above with subcontractors holding sub- 
contracts for less than one million dollars will be 
considered to be going above the minimum requirements. ) 


Heme Of Firm Reported On 
Date 


Signed 
Title & Installation 


Military Dept.Representative 
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Commander Paretsxy. 4. Personal visits by Navy representatives 
were made to major prime contractors in the aircraft industry to 
stress their contractual obligations and the desirability of affording 
small firms an equitable opportunity to compete for subcontracts. 

5. To aid ames firms to locate subcontract opportunities, the Navy 
has published a pamphlet entitled “Selling to the Navy Prime Con- 
tractors.” This pamphlet lists approximately 500 major prime con- 
tractors and the names of their subcontract representatives in 41 
States who can be contacted in regard to subcontract opportunity. 
In addition, it contains general advice and counsel in locating sub- 
contract work. Copies of this publication are available through major 
purchasing activities or the Government Printing Office. 

To indicate the extent of interest in these pamphlets, I believe that 
30,000 copies of the previous edition were distributed. 

That is all. 

Mr. Streep. Commander, in one item here, you refer to the policy of 
permitting a subcontractor to bid on less than the total amount re- 
quested. How widespread is that? Are there many cases of where 
ap came bid on just a part of an order that way and are allowed 
to do it 

Commander Parersxy. In the subcontracting field, sir, I believe it 
is particularly applicable to vendor items, vendor-type items, such as 
nuts and bolts and the like, smaller items where the quantity they 
procure might exceed the maximum economical run for that type of 
item. 

Mr. Strep. But it could, if the circumstances justified, apply on any 
practical item ? 

Commander Paretsky. Yes, sir. 

Mr. Streep. I just wondered how widespread that sort of procedure 
was. 

Commander Paretrsxy. Well, I could describe it perhaps more de- 
finitely for you in other types of items than in the aircraft industry. 
For ‘iene in the purchase of shipping pallets, if you procure 
thousands of those, why, you reach points where the quantity far 
exceeds what an economical run would be. 

The same thing is true in the paint industry. One lot of paint 
might be 10,000 gallons. If you are going to buy 30,000 gallons of that 
same type, why, you could very well buy 3 lots from 3 different com- 
panies at no additional cost to the Government, which, of course, we 
are always interested in. 

Mr. Streep. Mr. Roosevelt, do you have any questions ? 

Mr. Roosrvett. Commander, I notice that on the first page, item 1, 
you say, “Each prime contract over $5,000 contains a clause,” and so 
forth. 

In the Air Force presentation, their procuring contracting officer 
will when the contract exceeds $1 million or may if the contract is 
of a lesser amount. I presume that under normal circumstances they 
felt that to go as low as $5,000 was impractical for one reason or 
another. 

Have you found that implementing it at the $5,000 figure was 
burdensome ? 

Commander Paretsky. I think, sir, there is a slight difference in 
implication of these two clauses. 
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In one, we merely ask that the contractor exert best efforts in that 
particular area. In addition, our field representatives are responsible 
to see that the procurement policies of the prime contractor provide 
that opportunity for maximum subcontracting. 

Now, where we speak of the million-dollar amount, we are speaking 
particularly of the formal program to which the prime contractor 
would agree. Of course, that involves a little more; that might involve 
his readjusting his bookkeeping system so that he would be able to 
provide statistics which we require semiannually, as well as identifi- 
cation of all the small firms and indications of that in his official 
records. So there isa slight difference. 

Mr. Roosrvett. So you would not require that of your $5,000 
contractor ? 

Commander Parersxy. No, sir; we would not require that, although 
we do know, the people in the field activities know and quite readily 
‘an identify large and small firms through their frequent contacts. 

Mr. Roosevetr. In item (6) of that same paragraph, you say that 
the contractor agrees to accomplish the maximum amount of sub- 
contracting to small-business concerns that the contractor finds to 
be consistent with the efficient performance of the contract. 

As in the previous presentation, that, it seems to me again, is the 
negative approach to the problem instead of the positive approach, 
and I presume that you have a positive approach. 

How far do you carry the original, or the negotiation with the 
contractor to satisfy yourself that this is consistent with efficient 
performance / 

In other words, if taken literally, the value of that would be very 
little because you have said to the contractor, “All you have got to 
tell us is that it is inefficient to do it any other way than I tell you 
I am doing it,” period, and you agree to accept it. I hope that is: 
not so. 

Commander Paretsxy. No, sir. 

Admiral Pearson. Incidentally, that is where we come in, sir. We 
monitor this. We monitor these paragraphs to see that they are 
doing this in good faith and that their policies do comply with this 
requirement. 

Mr. Roosrveir. Now, on your checklist, where you say that—I think 
it is No. 7—the small-business liaison officer agrees that the company 
will utilize information on potential sources given it. 

Again on the same basis, I presume that after you have received 
the good word and the answer is “Yes,” then, you follow through to 
find out whether he is actually doing it and require it, so that at some 
future time not only has he agreed but there should be some im- 
plementation to say that he has done it. 

Do you see what I mean? In other words, the wording of this 
again is that the company agrees to do it, and I have seen so much 
lipservice, in so many instances, as against actual performance that 
I am wondering where in this checklist it says that he not only agreed 
but he has done it. 

Commander Parersxy. I believe Captain Pfotenhaver and his staff 
can give actual case histories on that where they have actually complied 
with that. 

Mr. Roosevett. I think that is all. 

Mr. Steep. Do you have any questions, Mr. Biscailuz % 
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Mr. Biscariuz. No. 


Mr. Sreep. We will then proceed to your next staff member, Ad- 
miral. 


TESTIMONY OF CAPT. F. D. PFOTENHAUER, UNITED STATES NAVY, 
BUREAU OF AERONAUTICS REPRESENTATIVE, EL SEGUNDO, 
CALIF. 


Captain Prorennaver. I am Capt. F. D. Pfotenhauer, United States 
Navy, Bureau of Aeronautics representative, Douglas, E] Segundo, 
Calif. My mission, as Bureau of Aeronautics representative at El 
Segundo, typical of that assigned to Bureau of Aeronautics repre- 
sentatives at prime contractors’ plants, is to administer all operating 
details of contract administration of concern to the Bureau of Aero- 
nautics pertaining to technical inspection, engineering, production, 
material distribution and control, schedules, subcontracting, security, 
and negotiation. 

The policy of the Navy is to insure that the basic agreements be- 
tween BuAer and prime contractors are carried out. In these agree- 
ments, the contractors have agreed to accomplish the maximum amount 
of subcontracting to small-business concerns consistent with the effi- 
cient performance of the contract. 

In my situation, approximately 15,000 Douglas purchase orders a 
month are submitted for review. My cost analysts monitor the Douglas 
program, and based on our actual experience with the Douglas com- 
pany, we are satisfied that Douglas is complying with the terms and 
spirit of their contracts to encourage and assist small business to 
the maximum. My office reviews for competitive bid prices, plant 
capacity, financial ability, and, when required, npitabitices of engi- 
neering, and scientific talent. Standard purchasing procedures require 
buyers to obtain at least three bids for each proposed procurement. 
If the buyer does not obtain at least three bids, then a specific justi- 
fication is required. This justification is considered by my cost analyst 
in reviewing proposed subcontracts and purchase orders. 

I have established that it is the contractor’s policy to continually 
seek additional sources for the purpose of developing and manufactur- 
ing aircraft components and parts; and, as a result, the subcontractors 
are constantly being asked to produce new items. Aircraft compo- 
nents, parts, and bits and pieces are normally released in small lots, 
which lends itself to small-business capability, and often provides a 
price advantage to the prime contractor and to the Government. It is, 
therefore, normal practice for the Douglas Aircraft Co. to give small 
business every opportunity to bid. 

Mr. Chairman, with me today I have three members of my staff: 
Mr. Ybarguen, who is the head of my contract administration divi- 
sion; Mr. Patterson, who is the cost analyst who reviews and monitors 
purchase orders for materials, vendor items, and so on, at Douglas, 
Santa Monica. He isa part of my organization, however. I also have 
with me Mr. Tierney, who has the same function at El Segundo for 
what is termed “outside manufacturing”; that is, machine-shop work 
on fabricated materials. 

I brought them specifically along so that if there were any direct 
questions, any detail questions, on how we handle these particular 
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functions on a day-by-day basis, they would be able to give you first- 
hand information. 

Mr. Sreep. I have a question on which I think that you might be 
able to enlighten us. 

Are there any serious problems in your procurement out here that 
would come under the classification of schedule delays or is your 
Pat program—lI suppose it never is on a satisfactory basis— 

ut is it going along reasonably well at this time? 

Captain ProrennAver. By and large, I would say, sir, that it is pro- 
ceeding quite well at the present time. We do, of course, have certain 
delays. Generally speaking, however, those delays are initially caused 
by development delays rather than production delays. 

Mr. Streep. The reason I asked the question is I wanted to know if 
you could give us any information as to the part small business plays 
in causing delays or helping to eliminate delays. 

Captain Prorennauenr. I believe that our pattern, specifically speak- 
ing at Douglas, follows the general pattern wherein there have been 
many cases where small business has been able to step into the breach 
and actually help us out. 

Mr. Ybarguen might be able to give you a specific case. 

Mr. Ysarcuen. On the AD-5 aircraft, for example, some years ago, 
2 or 3 years ago, for periscope, the beds went on the periscope to Bausch 
& Lomb Co., and to Librascope, Inc., which at the time was small busi- 
ness and still, I believe, is small business. They gave the bid to Libra- 
scope. They fully developed it and then subsequently produced the 
complete periscope for that aircraft and it was an item valued at ap- 

roximately $3,000 each and they bought amounts of, oh, six or seven 
1undred, I believe. 

Mr. Streep. Well, you would say that the emphasis we are placing 
on this dispersal of as much of this work as possible into the hands of 
small business would not be working in such a way to delay the defense 
procurement program ? 

Captain ProrenHaver. In general, no, sir. The factors of schedule 
commitments and other things are considered and whenever it is pos- 
sible to give small business a chance to bid, in our experience we have 
found that Douglas has done so. 

Mr. Sreep. We sometimes have the argument that to really do a good 
job for small business puts the prime contractor in a position to be de- 
layed and I was interested to know whether or not you had found that 
to be true out here. 

Captain Prorennaver. I don’t think that is the case, sir. I don’t 
think that is the case. 

Mr. Streep. Do you have any questions, Mr. Roosevelt? 

Mr. Roosevett. Mr. Chairman, I have 1 or 2 questions. 

Captain, again for the information of the committee, and I am pre- 
suming that the manner of work which your staff, these three gentle- 
men, do for you is a pretty set pattern in all of the areas where the 
Navy would operate, what are the general standards? How do you 
get your personnel? Are they civil service ? 

Captain Prorennavurr. Yes, sir. 

Mr. Roosevett. Outside of civil service, are they ? 

Captain Prorennaver. No, sir. All of my civilian personnel are 
within the civil service. 

Mr. Roosevetr. They are all career people? 
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Captain ProrenHaver. Yes, sir. 

Mr. Roosrvett. In your first paragraph, you mentioned the pri- 
mary duties which you undertake, such as technical inspection, engi- 
neering, production, material distribution and control, schedules, and 
so forth, and from time to time, the committee has received, not ex- 
actly complaints, but sort of a wish that where work is being done 
for different departments—let us say they are doing work both for 
the Navy and for the Air Force. ae to set up a standard 
inspection requirement and standard schedules all the way through, 
instead of having the Navy come in and ask for one standard and 
the Air Force come in and ask for another one, is there any coordina- 
tion or cooperation now under the Department of Defense which 
would eliminate some of these burdens to small-business concerns? 

Captain Prorennauer. First and foremost, sir, I believe that the 
assignment of plants for inspection cognizance has eliminated quite 
a bit of that. In the case of Douglas, El Segundo, of course, it is 
virtually 100 percent Navy business, so we have a single inspection. 
Santa Monica has business for Ordnance, Air Force, and the Navy. 
So far as the aeronautical equipment is concerned, the Navy furnishes 
that inspection function, so there again, we have a single inspection. 
There are other cases where the Air Force will inspect for us our 
products. There are some small differences, I think in the method 
of inspection, but part of that is due perhaps to the difference in mis- 
sion of the product and then, too, you will always have some small 
differences which might be a variation due to personality, different 
individuals. Actually, I don’t think they are too far apart, sir. 

Mr. Roosevetr. In other words, you don’t think, for instance, on a 
subcontract from El Segundo for a certain item which was also being 
used, let us say, by Douglas, on the same item they are not getting 
the same end result but they are using the same item in that end 
result? You don’t think there is too much difference in the standards 
of inspection or in the standards of equipment themselves? 

Captain Prorenuaver. I don’t believe so. We have had several 
cases of going either way where there have been misunderstanding or 
a statement that inspection techniques varied or that the quality of 
the product varied. 

In all those cases we would get together with out equivalent Gov- 
ernment inspectors and with the company inspectors involved and 
come to a compromise solution. We have that happen; not often, but 
occasionally. 

Mr. Roosrverr. I notice that you have set as policy that you re- 
quire a minimum of three bids for each proposed procurement. 

Is that standard throughout the Defense Department or is that 
Navy policy ? 

Captain Prorennauer. I think that is a standard practice. I am 
almost certain that it is in the Navy. We feel that any less than 
three bids is insufficient. 

Mr. Roosevetr. You don’t follow any Defense Department directive 
on that, though, do you ? 

Captain Prorennaverr. I don’t believe so. I think that is just 
standard good business practice. 

Mr. Roosrveut. However, the first witness yesterday would indi- 
cate that that is not standard practice in many cases and in many 
items. 


83346—56——-9 
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In other words, if he wanted business, he said he would call up 
and say that he was just about running out of business and he had 
better get some business or one way or another he would take it to a 
degree. At least, he said it was a question of the judgment of the 
individual purchasing agent or procurement. officer. 

Captain Prorennaver. As a matter of practice, in my particular 
area of responsibility, my cost analysts, if you don’t have three bids 
available, would start asking a lot of questions and the company has 
to satisfy them and my people have been at this particular job for 
a long time and they know the type of equipment, material, bits, and 
pieces that are bought, and they will question the company in every 
case. 

Actually, we have had, I would say, almost an irreducible minimum 
of trouble with Douglas in this regard. I feel certain that in the type 
of material that the gentleman discussed yesterday that Douglas, with- 
out fail, would give at least 3 and probably nearer to 8 or 10 bids 
for that type of machine work, because they prefer to put them out 
to as many bidders as they can possibly get on the list. They don’t 
advertise it across the board throughout the United States, because 
time would not permit that in many of these cases. 

They have a price advantage in many, many of these cases and 
they are after that price advantage just like any other businessman. 

Mr. Roosrvetr. Do you mean that the company benefits by getting 
the lower price? 

Captain ProrenHAver. Yes, sir. 

Mr. Roosrvertr. What is their incentive on that basis? 

Captain Prorennausr. Well, they are on a target price in most all 
these contracts, fixed-price incentive contracts, and the cheaper that 
they can produce the finished article, the more they enhance their 
reputation, No. 1, let us say, as a low-cost producer, and then if they 
come below target, they reap the benefit of that by a percentage of 

Mr. YBarGuen. 15 to 20 percent. 

Captain Prorennauer. 15 to 20 percent of each dollar saved, so 
they have a very definite good business interest in trying to get the 
lowest price. 

Mr. Roosevetr. Would you care to tell us your opinion of how 
renegotiation affects the subcontractor ? 

Captain ProrenuAvuenr. I don’t believe I am qualified to answer that 
question, Mr. Roosevelt. 

Mr. Roosevettr. Would any of your staff have any comment on that? 

Captain Prorennaver. Do you have any experience with renegotia- 
tion and how it affects the subcontract? 

Mr. Ypsarcuren. We get periodically from renegotiation boards 
letters of inquiry on particular subcontractors. Other than that we 
don’t enter into the picture. 

Mr. Sreep. Let me put the question this way: In your work with 
these companies and knowing the costs of production and the materials 
and labor and all that as you do, would you say that the Government’s 
interests are better protected through this incentive price method or 
through renegotiation ? 

In other words, if we didn’t have renegotiation, would the interests 
of the taxpayers still be sufficiently protected under your present 
system of incentive production? 

Captain Prorennaver. Let me think about that a moment. 
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Mr. Roosrveir. Can you see any danger in the increased cost of the 
end item or any parts thereof in the production field if you didn’t 
have renegotiation ? 

Captain Prorennaver. My personal opinion is that we get enough 
competition in most of these items that would tend to keep the price 
down on a fixed price contract basis, but I am really not qualified to 
answer that, sir. 

Mr. Sreep. I think it is academic that when it is on that basis the 
producers are a lot more apt to do a good job than they would be if 
they had to feel that renegotiation would take away from them the 
fruits of their ingenuity. 

Captain Prorennaver. I think I would feel that way, sir. 

Mr. Sreep. I have one other question. I assume from your testi- 
mony that one of your duties is to pass on the—I think the words are 
“facilities capabilities” of a prospective subcontractor or small-busi- 
ness man in the beginning. 

When a company, company <A, is put on the bid list, do you first 
give some approval to his ability to produce? 

- Captain Prorennaver. Generally, the Sane makes that, sir, as 
a preaward survey because the basic responsibility of the end item is 
in the prime contractor’s hands. 

Mr. Streep. In the matter of new people getting into this production 
field or any of the older ones for that matter, have you had any oppor- 
tunity to know about the extent of operating capital problems which 
these small-business men who produce for Douglas have to contend 
with ? 

Captain Prorenuaver. I would like to refer that question to Mr. 
Patterson. 

Mr. Patrerson. I haven’t heard of any. In fact, they are pretty 
well screened before they get to that point. 

The liaison engineers find out if they have any difficulties. Then, 
the business management investigates their finances and if they are 
accepted, they are accepted on both counts. 

Mr. Streep. What would you say the screening process does in terms 
of the number of would-be bidders who are screened out? , 

Mr. Parrerson. You mean how many would be screened out? 

Mr. Sreep. Yes. 

Mr. Patrerson. Well, I only know of 1 or 2 in the last 2 or 3 years 
that have been actually screened out. 

Mr. Steep. It isn’t a very large percentage ? 

Mr. Patrerson. It is a very minor factor. 

Mr. Roosrvert. Mr. Chairman, along the same line, I have a ques- 
tion. 

In your experience, Mr. Patterson, suppose a young fellow starting 
out in business feels that he has the capabilities and he sets himself 
up in a—say, with a machine shop and he wants to get on the list at 
Douglas. 

Do you feel that the inspections or the screening process is reason- 
able enough so that he doesn’t have to wait for so long for an oppor- 
tunity to get in that he might as well never have begun it in the first 
place? 

Mr. Parrerson. It would be done within weeks, sir. It would be 
done almost immediately. These liaison engineers are always active. 
There would be no problem there, if he could qualify. I question 
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whether a young man starting out with a new machine shop would be 
able to qualify readily. 

Mr. Roosevet. I think you answered the question. The basic thing 
is that you don’t feel that there is any unreasonable delay—— 

Mr. Parrerson. Absolutely not. 

Mr. Rooseveur. After he has made his application ? 

Mr. Parrerson. No, sir. 

Mr. Roosevett. He either gets an answer, “Yes, you are qualified,” 
or not within roughly a couple of weeks? 

Mr. Parrerson. Well, yes. The Douglas Co. are anxious and will- 
ing to cooperate with all of the potential vendors. It is to their in- 
terest. 

Mr. Roosevetr. Thank you. 

Mr. Steep. Do you have any questions? 

Mr. Biscatituz. No. 

Mr. Sreep. Is there any further material, Admiral, which you 
would like to present this morning? 

Mr. Roosevetr. I would like to ask you just one more question, 
Admiral. 

Admiral Pearson. Yes. 

Mr. Roosrve.t. One: Have you made a general analysis us to the 
items that are in-plant items that you feel might be subcontracted out- 
side? 

For instance, again the same witness yesterday said there are some 
things which are produced—I think he said in El Segundo—no, I 
guess it wasn’t; it was some other plant—that he felt could be more 
cheaply acquired or produced outside than inside, and I am wondering 
if you have made an on-the-spot survey of possibility of such items, 
and if so, what you found. 

Admiral Pearson. I have spot checked in general, the several plants 
as I go through and I have also spot checked the subcontractors and 
the small-business subcontractors, several of them, and in each of my 
checks it looks like it was healthy. It looked as if the Douglas 
Co. honestly was attempting to not only develop but to help the 
small-business people and, hence, to broaden the base; and I have 
made it part of my business to do this. This actually I believe to be 
the case. 

Mr. Steep. You think then that for that reason they are putting 
out of the plant about as much of their work as they can reasonably be 
expected to do. 

Admiral Prarson. Consistent with good practice and with making 
the schedules. For instance, you asked about that. Obviously, this 
is one of the screening items. If it is impractical to try to find some- 
one to do this relatively small job in the time available and build up 
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a small subcontractor, obviously, that is one of the criteria and it 
would then be retained in the plant; but where there is time they 
do actually attempt to give it to the small business. 

Mr. Roosrvetr. However, you also have to be very careful to watch 
to see that that time is not arbitrarily reduced. In other words, they 
don’t wait until it is impractical for anybody else to do it except them, 
because they are on the spot, while if they thought about it a month 
before they could have taken steps. 

Admiral Pearson. That is why we put so much emphasis on our 
monitoring their policies and we think their policies are good. We 
see that that is done through the gentlemen that sit here with the 
organization and with the section that is actually doing this. 

Mr. Roosrvett. Admiral, do you know of any instances in which— 
well, let me be specific. There was at one time a statement made that 
because Boeing was down in some of its divisions that they requested 
and received contracts from some of the southern California plants 
that normally would have gone to southern ‘California business, but 
was given up there because Boeing was down at that instant, which, 
of course, directly hurt the small businesss people in this area. 

Now, I don’t know that that is true, but do you know of any such 
instances and if you did, would it be the policy of the Navy Depart- 
ment to make every effort not to let that happen ? 

Admiral Prarson. I would like to introduce some evidence here 
which indicates that we have checked on this phase of it. 

May I see that graph ? 

Sometime ago, actually in May of 1955, there was a readjustment. 
I think this was one of the periods, shall we say, of the potential 
stretchout. 

It had to do specifically at Douglas on a delay in production incident 
to some changes in material. It was obvious that there were going to 
be some layoffs and actually at El Segundo, the employment dropped 
from about 27,000 down to roughly 22,000 with that order indicated 
on this graph. 

We have made a chart of the percentage of small business that ap- 

lied across that period, which ran actually for about 8 months, and as 
is indicated here, although it varied up and down, the curve is about 
the same, so the percentage which went out to small business during 
the period of reduced employment, which was quite considerable, was 
not reduced. 

Mr. Roosevetr. Would you like to submit that for the record, 
Admiral? 


Admiral Pearson. I would be very happy to submit it. 
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Mr. Streep. I don’t know whether this is a proper question or not, 
Admiral. We had some discussion of it when we were out here 3 
years ago. If this is not a proper question and if this shouldn’t be in 
the record, I want you to feel free to ignore it. 

In terms of backlog of work, what is ahead in this southern Cali- 
fornia industry picture in terms of military procurement? 

Admiral Pearson. The backlog that we see right here in our major 
plants and these are major primes, such as Lockheed and Douglas, is 
very healthy. The designs that are now coming off the line are active 
and popular, and they are useful airplanes, some of the most useful 
we have in our naval aviation. 

The follow-on airplanes to these designs appear healthy. It looks 
personally to me to be a good sign. 

Mr. Strep. You think for the foreseeable future you will have a 
pretty steady production program ? 

Admiral Pearson. From what we see, that is, contracts actually let 
and in process of being let, it looks healthy. 

Mr. Sreep. We had some testimony also about technological 
changes, I suppose you would call it, at least, new metals coming into 
the aircraft picture. 

Are you having any problem with respect to that: (1) as to the 
availability of these new metals, and (2) in the ability of your pro- 
ducers to process and handle the metals? 

Admiral Prarson. The new metals that we see coming into the 
picture always arrive very gradually. The large volume has to be 
built up over a long period of time and during that period of time, 
there is ample 2 oat for the whole production structure to 
reorient itself to the new type of material. 

Mr. Sreep. You don’t see any difficulty ? 

Admiral Prarson. I do not see any change in this picture for small 
business, shall I say, incident to the new type of metal. 

Mr. Roosrvent. Along the same line as the chairman’s question: 
Do you feel from your observations, or the captain’s staff’s observa- 
tions, that there is developing any kind of a serious bottleneck in 
relation to the following: (1), technically competent people in the 
research and development end; and (2) on the actual production end 
in engineering skills and so forth? 

This has nothing to do with small business. I am on the Education 
and Labor Committee also and I am interested in the educational point 
of view. 

Admiral Pearson. I would be happy to give you my personal point 
of view on this. 

Mr. Roosevetr. Yes. I would be interested in it. 

Admiral Prarson. I feel very strongly that there is a severe and 
critical bottleneck of engineering and professional personnel to do 
this defense work. It is not minor; it is critical. 

I cannot urge too strongly anyone in your position to give the 
most serious consideration to all methods, and this starts at the grass- 
roots and the grade and high schools, of developing a larger number 
of high quality young boys and girls and an incentive in those boys 
and girls to take up technical work. 

This is critical. 

Mr. Roosevetr. I am going to go back to that incentive. One of 
the incentives in young America’s viewpoint is the opportunity to 
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do it himself, the opportunity to develop his own company. He 
dreams about it. The more you cut down that opportunity, the less 
interest you are going to have. 

Therefore, one reason that I am particularly interested in the small- 
business angle is because if we don’t keep alive that opportunity, you 
similarly are not going to have the interest in the schools and universi- 
ties and colleges which will supply the need. It goes hand in hand, 
of course, with educational programs and work on the educational 
level, but I think the two things are tied together and I certainly wish 
you all the luck in the world in keeping this thing as diversified and 
open and free as you possibly can. 

That is all, Mr. Chairman. 

Admiral Pearson. Yes. 

Mr. Sreep. On behalf of the committee, I want to express our thanks 
and appreciation to you and your fine staff for your very cooperative 
and helpful appearance here, Admiral, and if at a later time you have 
some additional material you think would be helpful to us, we would 
appreciate very much having you forward it to us. 

We thank you all for your being here. 

Our next witness will be Mr. Hokanson. 

Is Mr. Hokanson here ? 

Mr. HoxAnson. Yes. 


TESTIMONY OF CARL G. HOKANSON, PRESIDENT, C. G. HOKANSON 
C0., WEST LOS ANGELES, CALIF. 


Mr. Sreep. Mr. Hokanson, we are glad that we have found ourselves 
in a time situation where we can give you an opportunity to help us. 

If you will identify yourself for the record here and then proceed 
in your own way with whatever remarks you care to make to the com- 
mittee, we will be very glad to hear from you. 

Mr. Hoxanson. Thank you. My name is Carl Hokanson. I am 
president of C.G. Hokanson Co. We are located in West Los Angeles. 

We manufacture ground support equipment, to a large degree for 
aircraft military, Army and Navy, and do other air-conditioning work 
of various types. 

Mr. Sreep. Will you sit down and make yourself comfortable ? 

Mr. Hoxanson. Thank you. Before going any further, I would 
like to make a statement as a subcontractor and—TI mean as a small- 
business man, that over a period of the years we have had nothing but 
the most wonderful cooperation from the Small Business Administra- 
tion here in Los Angeles and in Washington and in the various 
branches of all of the armed services. 

They are doing a wonderful job, but I don’t think they have the au- 
thority to go perhaps as far as they should be permitted to go, in my 
opinion. 

Some of the major problems in small business and, quite obviously, 
the reason that makes small business small business, is finance. If the 
average small-business man had 1 to 5 million dollars, he would still 
stay in business? I don’t know. 

n the other hand, people like myself have had the opportunity to, 
shall we say, hold rather important positions in large companies, but 
I prefer to stay small business. It is more fun this way. It is a 
greater pleasure. It is a greater satisfaction. 
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I don’t feel that I want any of the charitable contributions. I was 
beginning to feel a little while ago as though maybe I ought to take 
my hat off and maybe somebody would make a donation. I don’t think 
the average man wants that. I don’t think the average small-business 
man is looking for anything like that. 

I would like to say that the average small-business man would like 
an equal opportunity with big business and to fight it out with big 
business on any basis you wish. I will cite the examples. No. 1, a 
man may be a subcontractor without being a small-business man, so 
we mustn’t mix up the two, so when I speak of small business or the 
small-business man and/or a subcontractor, I mean the subcontractor 
that is also a small-business man; not Douglas Aircraft subcon- 
tracting to the General Electric Co. He is a subcontractor but not 
small business. 

In the financing of contracts through a company like Douglas, and 
IT am not picking on Douglas; it is all aircraft companies, the subcon- 
tractor usually gets a fixed price. Rarely does it become possible for 
him to get what is called progress payments or be able to bill during 
each month. 

For purposes of an example, a contractor may a year ago have receiv- 
ed a contract for $1 million to perform over a period of 10 months cr 
$100,000 a month billing. Somewhere along the line, the Air Force or 
the Navy or Douglas engineers or someone else, because of the de- 
velopment type of the contract, because it was something that hadn’t 
been built before, stopped the production on the job, Mopel the job 
until a redesign could be made and proceed at some future date. This 
happens time and again. It is nothing new. It is for the best in- 
terests of the Air Force and everybody concerned, because why con- 
tinue to build a product that is not the best or as good as the product 
you just found out you could be building. But no consideration of the 
fact that the contractor has purchased all of his parts, has purchased 
all of his components, is given. They are sitting there and right here in 
Los Angeles in the last 2 months, 6 companies that I knew of have gone 
through bankruptcy because of just such a change of contract. 

Why should it not be possible for a subcontractor to receive progress 
payments just the same way as Douglas does or any other prime con- 
tractor ? 

Now, before I get myself out on the limb, I want to state that the 
Navy—we have had several prime contracts with the Navy—and the 
Navy has conducted its business with small business, such as us, with 
progress billing. In other words, we bill what has been accomplished 
during the months subject to the inspection, of course, of the Navy per- 
sonnel cognizant in your plant and then you are paid therefor 75 per- 
cent of it and the balance after the total completion of the job. 

I agree that there could be some difficulties in such an arrangement 
if the contractor is not quite well qualified, but then again, the con- 
tractor should not be permitted to bid if he is not qualified either. 

The Air Force—and J am only speaking for myself; I am not say- 
ing how they conduct their business—the Air Force has repeatedly re- 
fused to consider progress payments on jobs either directly through our 
procurement agency, the agency with whom we deal, which is at 
Shelby, and then through the aircraft companies. We do business with 
Douglas, Convair, Northrop, Lockheed, and most of them. In each 
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instance, they are most adamant on the subject that progress payments 
are not available. 

Now, a couple of weeks ago, we were visited by one of the chiefs of 
AMC in Washington asking as to whether we could step up our pro- 
duction to deliver vitally needed air conditioning units early this sum- 
mer, for reasons of their own. There was no inducement. I would 
overtax my financial capacity. I just couldn’t possibly do it. I am 
up to the end at the bank. I have got all they will let me have and any 
further doesn’t accomplish anything anyway except just more wor 
and perhaps, yes, or no profit at all on the additional item, for the 
reason that in trying to rush out a product we would have to work over- 
time and overtime would be time and a half. Those are all factors 
that reduce the potential profit not to mention the heavy responsibility 
of second and third shifts and management problems that go with it. 

To summarize that score, and I think seriously that we should think 
seriously anyway, that unless you strengthen that nucleus of small 
business that is doing subcontracting or prime contracting for the 
Armed Forces, and do it soon, we are going to discourage small busi- 
ness to a point where you may find yourself without your major prime 
contractors adequately supported, because after all, we know that 


it is a matter of record that 90 percent of all of the people who are 
employed are working for small business. If you just make it tough 
enough, you are going to make it an incentive to go to work for big 
business and not keep on fighting this small-business problem. 

Now, if we all work for big business, you might say that we would 
all still be gainfully employed and we would all be in a potential posi- 


tion to expand during wartime in an emergency, but that is not true. 
A small company can expand much more easily, 2 or 3 times more 
easily, than a company like General Electric or General Motors Co. can 
expand. They just couldn’t expand as rapidly, and it is necessary, 
in my estimation, and I have heard it propounded by others in sufficient 
authority that small business should be strengthened, but you are 
breaking its back in inadequate financing consideration. I don’t be- 
lieve that small business has anything to worry about being renegoti- 
ated. I mean that you can only be renegotiated, at least, so it is my 
contention, that you can only be renegotiated if you make a profit. 
If you make a profit, I don’t think you have anything to scream 
about, but it is the problem of a subcontractor that can’t make a profit 
even though he is fully qualified, because of the delays or improper 
financing facilities available to him. 

Mr. Roosrveitr. Are you a member of the association which Mr. 
Marshalk is the executive director ? 

Mr. Hoxanson. Well, I am not a paid member. They have their 
meetings downtown. I am in the west part of Los Angeles and I 
know the gentleman and we have conferred frequently together, but 
I just haven’t got around to spending that much. It is just another 
chore and another job. 

Mr. Roosrvett. The reason I asked that is because I was interested 
in knowing whether your evaluation of the importance of renegotia- 
tion was pretty generally shared with people like yourself, small in- 
dependent businessmen, or whether this is sort of—you know how as- 
sociations get a goal and they claim that that is it regardless and yet 
when you go outside of an association which only represents 90 out 
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of several thousand small independent businesses, I often wonder 
how representative that really is as an opinion of small business. 

Mr. Hoxanson. Just speaking for myself, I am not concerned about 
renegotiation. I am only concerned about making enough net. profit 
so that the renegotiation board might even be interested in me. I 
mean, if you can do that today, I think you are a successful small- 
business man. 

Mr. Roosevetr. In other words, the amount of $500,000—I think it 
is $500,000 now, isn’t it? You have to have a profit of that amount 
before you get into renegotiation. 

Mr. Ratna. Oh, no, no, no. If you are doing a volume of 
$500,000 of business with the Government. 

Mr. Roosevett. A volume of $500,000? 

Mr. Hoxanson. Yes. 

Mr. Roosevettr. Would you be in favor of raising it to a million as 
suggested in some of this testimony ? 

. Hoxanson. I don’t think the laws of the land are too bad. I 
don’t think they are unfair. I do think that perhaps in renegotiation 
that the whims of the individual should be removed so that if in one 
case you permit a 10 percent net profit and in another you chop a man 
down to 3 percent, I would like to know why this difference of thinking 
happens. That would be a point of contention, yes. 

ut I am frequently told that you are allowed to make up to 10 
percent. I would just like to know how you make 10 percent on your 
sales. I would like to be able to do that. I know that if we bid on 
competitive bid basis on any basis of making a net 10 percent, we 
wouldn’t be getting the business anyway. We might as well go fishing. 

Mr. Roosrveitt. What do you feel about your ability under the tax 
structure? Do you feel that small business is entitled to a better break 
in the tax structure than it is now receiving in order to enable it to 
build up reserves and meet capital requirements for expansion? 

Mr. Hoxanson. I think that consideration should be given, but I 
think we are all apt to make our requests for consideration to the 
small-business man on a selfish basis. Sure, we would like to have a 
lower cut of income tax than somebody else. We all greedily want 
more than the other fellow. I don’t think that is the solution. 

I don’t see any reason why it should be done. I do as well as most 
of the presidents of the companies in the United States. I don’t see 
why we should be asking for more. The point comes up as to whether 
or not the small-business man has enough capital left over after chop- 
ping down renegotiation and then income tax and then putting a little 
into capital improvements or just tool repairs and even that may have 
to be capitalized according to internal revenue laws, he may come down 
to nothing and he can’t build up the company. That is true, but I 
don’t see why we overlook such things as progress billing when at the 
end of the year we will probably be spending—I know our company 
will be spending $15,000 or $20,000 a year on interest. That is a lot 
of money to throw away when the money is sitting right there in the 
Contes on the contracts that we hold ready to pay us whenever it should 

e paid. 

Mr. Roosrver. I personally feel that that is a very sound point and 
one which we could well explore. 

Do you have others along the same line as far as equalizing treatment 
for small business from the Department of Defense agencies? 
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Mr. Hoxanson. There is one thing if you have time. Let me know 
when you want me to quit. 

The matter of administering contracts by contracting officers is not 
an easy job. Now, I will use an example so you don’t think I am trying 
to do a selling job or something. 

We bid on a certain procurement out of Shelby for ground-support 
equipment for aircraft. We were quite a bit higher. We were third 
in consideration pricewise and first in consideration engineeringwise, 
but due to the fact that our price was higher, why, the lower bidder 
obtained the job. That is as it should be. That is the way the con- 
tracting officer must administer his job. I understand that, but it so 
happens that the low bidder chooses to bid below his cost in anticipa- 
tion that someday he will hammer the Air Force when it needs the 
product or when the need becomes great enough for that product, into 
an extra. 

Now, there aren’t very many contractors like that, but there are some 
and they are upsetting the scheduling of production of products 
required by the Air Force today. I am not talking about military 
airplanes. I am talking about the support of military airplanes. 

What can be done about it? It is something that the House of 
Representatives or the United States Government should look into; 
to preclude the possibility of restricting a contracting officer to low 
bid when he knows it is below the cost of the product in anticipation 
of such a move. 

You say, how can you prove sucha thing? When did this happen? 

It happened 2 months ago. The proof is as follows: This is the 
third increment of a contract let to the same contractor, the first 
contract of which was let in June 1954; scheduled completion of 
those items was December 1954. This is May 1956, and not a single 
item has been completed and the total increment amounts to 1,194 
units. They are required by the Air Force and he tells me—this 
contractor tells me that he is going to delay it until he gets more 
money for the job. I think the contracting officer has his hands tied 
when he is forced to let a contract on that basis in spite of the fact 
that he is cognizant of the situation. 

Mr. Roosevett. Well, I would have said that on the basis of per- 
formance that man would have disqualified himself. 

Mr. Hoxanson. That is true, but 

Mr. Roosevett. Certainly, the contracting officer has the power—— 

Mr. Hoxanson. Yes. 

Mr. Roosrvett. To disqualify him on the basis of that kind of de- 
livery performance. 

Mr. Hoxanson. Well, you will be amazed at the number of ex- 
tensions of time of delivery you can get if you just read the fine 
print and follow through. You have to do it anyway. Otherwise, 
you are in default of the contract. I can guarantee you he is not in 
default in spite of it. 

Mr. Roosrvett. So you feel that there needs to be a tightening to 
do away with that type of, I would call, unfair competitive bidding. 

Mr. Hoxanson. That is right, and the contracting officer is not 
at fault. He has no alternative. I asked this contractor, “Supposing 
you don’t get the extras? Aren’t you stuck with the contract ?” 
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He says, “Oh, I am not stuck with the contract. If I don’t make the 
first unit operate satisfactorily, why, they will come around and can- 
cel it on me.” 

But in the meantime, the Air Force is 2 years behind on deliveries 
of products that they need. It is a serious thing. 

Another item along the same line is sealed bidding. Sealed bid- 
ding on contracts that require development work should not be 
done. 

Now, the Navy was doing it constantly on ground-support equip- 
ment up until several months ago. I have recently noticed a change, 
or I a it an improvement. This is a matter of opinion, mind you, 
but I call it an improvement in the manner of their negotiation on 
that type of equipment, the type of equipment with which I am fa- 
iniliar, but to bid that kind of equipment on sealed bid procurement 
is just an impossibility, because there is no previous design from 
which to go by. You are not bidding on a set of Navy prints. You 
are bidding on a set of specifications which says: 

We wish you to design in accordance with these following requirements. All 
you have to do is to see that these following requirements are perfurmed. 

If you do that, you have an acceptable product in accordance with 
certain basic military specifications. 

Now, that I think is not a good procedure on that type of work. 
[ know this affects big business as well as little business, but big busi- 
ness seems to be able to obtain negotiated contracts, maybe you would 
call them cost plus or fixed fee. I know the word “cost plus” is ob- 
jectionable, but it doesn’t have to be. But when they come down to 
this type of equipment that the average small-business man is bid- 
ding on, they apparently tighten it up to a sealed bid and it isn’t to 
the best interest of the Navy or the Air Force. 

Mr. Roosevetr. You feel largely because big business can afford 
to take a loss if things don’t turn out right, whereas a small-business 
man doesn’t dare take the chance, so in many instances, unless he is 
absolutely sure of his bidding, he would prefer not to bid? 

Mr. Hoxanson. That is right. In the last 10 or 15 bids out of the 
Navy in Washington, I haven’t bid on a sealed bid. We have come in 
second so many times, I am getting tired of being second. This isn’t a 
horserace ; they only pay for first. 

Mr. Roosrverr. Mr. Chairman, I am sure that if it is agreeable with 
you that we can say to Mr. Hokanson if he has other suggestions along 
the same line, we would be very happy to receive them as he thinks of 
them later perhaps. 

Mr. Strep. Yes. We will be glad to have any further written sug- 
gestions which you care to make to the committee. 

Mr. Hoxanson. Thank you. 

Mr. Steep. We appreciate your coming here today and adding your 
views to our general studies on this problem. 

Mr. Biscariuz. I have just one question. 

Mr. Sreep. Yes. 

Mr. Biscattvz. Mr. Hokanson, I believe you started your testimony 
with the statement that the cooperation and assistance to the small- 
business man here and in Washington was wonderful. You didn’t 


enlarge upon it. I was wondering if you were referring to the Small 
Business Administration. 
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Mr. Hoxanson. The Small Business Administration both here and 
in Washington. I can give you an example. 

Commander Griffin used to be procurement officer at Hueneme and 
he was transferred to Washington. When I went back there to look 
into some business that was coming up in Washington, I first went to 
him and said, “How do you get around this place?” That was the 
Navy Building on Independence Avenue, and you can get lost in it 
very easily. 

He took me around to Commander Paretsky who was here today, 
and who was most gracious, taking me all over the place, introducing 
= to everybody concerned and getting our company on the bidder’s 
ist. 

I have had from Wendell Barnes several very interesting bits of 
correspondence relative to the cooperation the Small Business Admin- 
istration is getting and sometimes forcing consideration from persons 
in authority that otherwise wouldn’t give it to you directly. I think 
that in that respect the Small Business Administration is doing an 
outstanding job, but I think their hands are a little bit tied by the 
fact that there are a couple of laws that aren’t in there that should be 
in there for just the protection of good business and the best defense 
in an emergency of the country. 

Mr. Sreep. I see. 

Mr. Biscattuz. Thank you. 

Mr. Hoxanson. Yes, sir. 

Mr. Steep. That completing our list of witnesses, the committee will 
now stand adjourned and we will convene at the call of the chairman 
in Washington. 

(Whereupon, at the hour of 12 noon, the committee adjourned sub- 
ject to the call of the Chair.) 
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WEDNESDAY, JUNE 27, 1956 


House oF REPRESENTATIVES, 
SuscomMiTree No. 4 on Arrcrarr INpustTRY, 
OF THE SELECT COMMITTEE ON SMALL Business, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in room 
414 of the House Office Building, Washington, D. C., Hon. Tom 
Steed (chairman of the subcommittee) presiding. 

Present: Representatives Steed, Roosevelt, and Seely-Brown. 

Also present: Irving Maness, subcommittee counsel; Katherine C. 
Blackburn, Clarence D. Everett, staff members; and Victor P. Dalmas, 
adviser to minority members. 

Mr. Steep. The committee will be in order. 

This subeommittee of the House Small Business Committee held 
hearings in Los Angeles, Calif., on May 21 and 22 on the problems 
of small business in the aircraft industry. At that time witnesses 
were heard from the North American Aviation Corp. and Douglas 
Aircraft, along with representatives of governmental agencies having 
jurisdiction and authority in the field of procurement. This morn- 
ing we are continuing the hearings and will hear further testimony 
from the large aircraft companies. 

The committee will, therefore, listen today to officials of the Re- 
public Aviation Corp. and Glenn L. Martin Co. Further testimony 
will be taken from officials of the Government agencies. 

The testimony received by this committee in California clearly indi- 
cated the necessity for a continuation of the investigation and study 
of the problems of small business in the aircraft industry. The well- 
worded and well-meaning directives of the top echelon of the Depart- 
ment of Defense have not been realistically implemented in the aircraft 
industry. The fact remains that in research and development and 
in the production of aircraft, small business is not receiving its fair 
share of contracts and unless a better control is established, small 
business will not receive its fair share of Government contracts. 

Testimony from the Department of Defense officials that substan- 
tial thought, conscientious effort, and followup are being devoted to 
the problems of small business has not been borne out by the record of 
evidence adduced at the previous hearings in California. 

Parenthetically, I would like to say here that evidence earlier in 
the year obtained by the subcommittee indicated a much better picture 
in the eastern part of the country. 

A continuation of the shortsighted policies of the Department of 
Defense in awarding defense contracts to the industrial giants with 


137 





138 AIRCRAFT INDUSTRY 


little regard for the welfare of small business can only cause atrophy 
of small business and a reduction of America’s defense potential. 
Corporate mergers, business failures, and closed factories are the 
clear warning signs that our procurement policies must be revised. 

As I indicated in my opening statement at the outset of the hearings 
in California on May 21, the defense spending of over $30 billion has 
i great impact on our economy. And unless this tremendous expendi- 
ture is permitted to enter into the small-business community, it en- 
dangers the free enterprine system of our country. As we all know, 
today the largest employing industry in the country is the aircraft 
industry. Therefore, the impact of employment on and dollars spent 
a industry is vital to the preservation of the American way of 

ite. 

Despite the testimony received by this committee in its previous 
hearings and the testimony received by other subcommittees of the full 
committee concerning the responsibility of the Government agencies 
charged with the jurisdiction of aiding and assisting small business, 
numerous complaints are still being received by the committee which 
indicate that small business is not being treated fairly and equitably. 
It therefore becomes apparent that we must go beyond the printed 
word in aiding small business. And it becomes the duty and function 
of those governmental agencies charged with that responsibility to 
give more than lip service in helping small business. 

The committee will hear witnesses this morning from the Glenn L. 
Martin Co. and the Republic Aviation Corp., as well as the plant 
representatives of the governmental agencies responsible for admin- 
istering the contracts granted to these companies. The committee 
would like to hear specifics rather than generalities at this time of how 
small business is assisted in line with congressional intent. 

We realize that there are many problems that enter into this whole 
problem of Government procurement and, especially, in the field of 
subcontracting, the field in which small business gets its greatest re- 
sponse in the defense dollar and we are interested in any information 
that our witnesses can give us, not only in the line of what is being 
done to aid small business through these defense contracts, but what 
might be done in a legislative way that would enable prime contractors 
and others to do a better job of carrying out their subcontracting and 
small-business process. 

Now, we would like to have the views on such things as renegotia- 
tion. price readjustment, and things of that sort, which we find do 
create problems that makes subcontracting more difficult in many 
instances. 

We also are interested in any views that we can get on the problems 
that come from progress payments through prime contractors to sub- 
contractors. We have had evidence in California that indicated that 
in Navy contracts, progress payments were being made but that in Air 
Force fields they were not permitted. 

Many of the problems that small-business men brought to us could 
be helped if a workable progress payment plan could be devised and 
we are interested in any suggestion in that field that might be made. 

We have been advised that our first scheduled witness, Mr. E. Burke 
Wilford, will be delayed, and so we will pass over him to Mr. George 
B. Shaw, vice president—procurement, of the Glenn L. Martin Co. 





AIRCRAFT INDUSTRY 139 


Mr. Shaw, if you are ready, will you please come forward and 
identify yourself for the record. I understand you have a prepared 
statement and you may proceed in your own way. 


STATEMENT OF GEORGE B. SHAW, VICE PRESIDENT—PROCURE- 
MENT, THE GLENN L. MARTIN CO. 


Mr. Suaw. My name is George B. Shaw. I am vice president— 
procurement, of the Glenn L. Martin Co., of Baltimore, Md. Included 
in my responsibilities is the assignment of small-business liaison officer 
for the company. As such I am charged with carrying out company 
policies and contacts with Government agencies and officials of the 
Small Business Administration, with respect to our small-business 
program. 

Martin is presently one of the principal suppliers of the United 
States Government under prime contracts with all three branches of 
the Defense Department. In this role we require goods and services 
from a substantial number of subcontract sources. The most recent 
count of our vendor files indicates there are approximately 6,600 com- 
panies with whom we do business, of which approximately 3,200 fall 
into the small-business category—generally described as having less 
than 500 employees. The dollar volume of orders placed with small- 
business concerns for the last 6 months of 1955 amounted to approxi- 
mately $30 million out of a $73 million subcontract total. For the 5 
months ended May 1956, we placed $40 million of business with small 
concerns out of subcontracts totaling approximately $98 million. This 
shows that the percentage of our subcontracts going to small business 
is approximately 41 percent. 

At this point I should like to emphasize that the Martin Co. pro- 
motes and develops these subcontract sources primarily because they 
possess skills essential to our operation as a prime contractor and not 
merely because we have contractually agreed with the Government to 
accomplish “the maximum amount of subcontracting to small-business 
concerns that the contractor finds to be consistent with the efficient 
performance of his contract.” This does not mean we take lightly 
the contractual obligation assumed by agreeing to the language I have 
just quoted, but simply indicates we have found from experience that 
there are large areas in our operation in which we can benefit mate- 
rially from the skills, know-how, and productive ability of suppliers 
both large and small. Basically, it is a policy of enlightened self- 
interest which dictates the expansion of our subcontractor sources 
rather than a contractual obligation assumed in our prime contracts, 
and we would continue this policy in the absence of any contractual 
obligation to do so. 

The following are indicative of the types of work on which we have 
found we can save both time and money by subcontracting with small 
business, and these examples show both the breadth and variety of our 
program : 

Mpgipeering design services; technical publications for aircraft, in- 
cluding handbooks, instruction manuals, training guides and parts 
catalogs; electrical and electronic test devices; design and develop- 
ment of prototype hardware including antenna waveguides and gen- 
eral components; date-recording equipment and development and de- 
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sign of computers; animated training panels; aircraft and missile 
models; control systems; ground Soins equipment and tools; gear- 
boxes and tab controls hydraulic components and cylinders; honey- 
comb bonding and contour tools; aerial siting devices; height finders 
and gages; sheet-metal parts, machine parts, and special plating 
processes. 

These are merely typical samples of the many items and services 
required by Martin from its suppliers. 

Procurement in the Martin Co. is controlled through a procurement 
manual stating company policy and providing instruction to all pro- 
curement personnel. Included in this manual is the following state- 
ment of policy, designed to implement the small business subcontract- 
ing policies set forth in the Department of Defense instruction issued 
April 19, 1955, entitled, “Department of Defense Small Business 
Subcontracting Policy” : 


I. A fair proportion of total purchases for materials, supplies, and services 
will be placed with small-business concerns. 

II. Small-business concerns are those which, including affiliates, employ in 
the aggregate fewer than 500 persons. 

Iil. For the purpose of this policy a fair proportion of total purchases should 
be defined as that portion which small business can win in open competition 
provided they are given an equitable opportunity to compete. 

IV. An equitable opportunity to compete shall be understood to mean that 
opportunity which exists when buyers: 

(a) Plan procurement consistent with contract requirements in a manner 
to encourage participation by small-business concerns; 

(b) In soliciting quotations, utilize available records of small-business 
coneerns (commitment records, purchasing files, etc.) ; 

(c) Allow sufficient time to small- and large-business concerns for the 
submission of bids; 

(d@) In conjunction with production and material and control, make 
sufficient allowances, consistent with contract requirements, for appro- 
priate quantities and reasonable delivery schedules to encourage small- 
business firms to compete; 

(e¢) Make available to technically and financially competent small- 
business concerns applicable specification drawings and other pertinent data 
to enable them to intelligently prepare their bid. 

V. When negotiating major subcontracts which appear to offer small business 
Subeontracting opportunities, buyers will request suppliers to establish and 
conduct defense subcontracting small-business programs meeting the require- 
ments of the Department of Defense directive. If agreed to during negotiations, 
this request will be incorporated as a provision of the subcontract. 

VI. The Procurement Division will comply with requests submitted by cog- 
nizant procuring activities for the compilation of statistics concerning small- 
business subcontracting activities. The Procurement Division will also utilize 
information relative to potential small-business sources which may be furnished 
from time to time by the Department of Defense and the Small Business 


Administration. 

In the development of its subcontractor program the Martin Co. has 
three principal means by which it broadens its supplier base. First, 
we have continually in process a survey of vendors in particular geo- 
graphical areas. rsuant to this survey program, representatives of 
the Procurement Division visit specific areas and conduct a detailed 
on-the-spot evaluation of industrial concerns in the light of the things 
eT roduce, their manufacturing potential, their present workload 
and their availability for additions! work of the character which we 


need to subcontract. Second, we have a constant stream of vendor 
representatives voluntarily contacting our Procurement Division to 
keep us informed of their availability as subcontract sources. Finally, 
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we receive many recommendations from existing supplies and Govern- 
ment procurement personnel regarding potential vendor sources for 
specific items or services, all of which sources we uniformly attempt to 
survey and evaluate. 

The above is intended to give a brief indication of the policies and 
practices presently employed by the Martin Co. to utilize effectively the 
substantial manufacturing potential presently concentrated to a large 
degree in so-called small-business concerns. It has been our experience 
that, in the main, they can and do play a vital part in the ability of a 
prime contractor to supply its products on schedule and at reasonable 

rices. 
5 Mr. Srezp. Mr. Shaw, could you give us any idea about the break- 
down of your company’s work on what is subject to renegotiation of 
price adjustments, or what you have on a fixed bid basis that is firm? 

Mr. Suaw. Not very well, sir. As you know, renegotiation is appli- 
cable to any company—presently, that is, having $500,000 worth of 
work or more, I believe. So, we do not know at any one time or for 
any one year, or fiscal year, what a subcontractor has that is renegoti- 
abla. All of our contracts placed with subcontractors are renegotiable 
with the exception of exempt items. And those items are shelf items, 
the items that are supplied to the civilian economy as well as the 
defense. 

I would hazard a guess that of our total business placed with small 
business, better than 85 percent is subject to renegotiation, providing 
the company’s total defense business reaches a minimum or exceeds the 
minimum. 

Mr. Streep. Do you have any information as to the handicap or lack 
of handicaps that might exist in your subcontractors in the field of 
a es where progress peymuenits would be a solution? Or do you 

¢ any progress payments‘ 

Mr. Susw. We ook first for a subcontractor—we are confining this 
now to small business—in a subcontractor, we look first for a source 
that is capable of the goods that we want them to produce. More likely 
= not, the goods that we are going to call for are within their present 
skills. 

The second thing that we look at is their capacity against committed 
volume to make sure that we don’t find a company willing to take on 
business that it cannot fully discharge from a capacity standpoint, 
manpower, facilities, and so forth. 

Thirdly, we look very carefully into the financial capabilities of the 
company. Ifa aa is not strong financially, it usually occurs 
from 2 things: 1, they haven’t handled their finances well, their 
profits—they have either siphoned off their profits, or haven’t invested 
them well; or 2, they haven’t been an efficient producer costwise, their 
costs have exceeded maybe their selling prices. 

In cases such as the latter we are very wary of the subcontractor be- 
cause we become wary then of his ability to bid consistent with his 
costs, because we, like no manufacturer, do not want a subcontractor 
on our books that is not making a profit. 

Your specific question was, would progress payments help? Prog- 
ress payments would help along a contractor as far as financing the 
particular job is concerned, but it doesn’t in any way overcome any 
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losses that he might have as a result of poor bidding, or not controlling 
his costs where his costs increase or accelerate during the life of a 
contract. Progress payments are merely a means of financing the 
contract that is placed, financing that contract to an extent. And we 
haven’t found a great need for it. 

Now, we have cases where we have not only used progress payments, 
but, if you please, we have made advance payments, or we have given 
a contractor, a good subcontractor, a contract that we know he is going 
to have toexpand todo. And the reason that we would like to see him 
expand to do this is because he has certain skills that we need that we 
don’t find anywhere. Under those conditions, we have given him the 
order and advanced him money prior to his billings to permit him to 
expand. But that is a program that we have jointly worked out, as to 
how he will expand, what facilities and machinery he will buy.. 

Mr. Streep. Does your company operate any Government-owned 
equipment, machinery or facilities ? 

Mr. Saw. Yes; we do. We have a plant that is Government- 
owned, which is known as plant 2. And then we have quite a lot of 
machinery in both plants that is Government-owned. 

Mr. Sreep. In your operation of that machinery, is any of that re- 
quired by the Government or did your company initiate it? Have you 
been required by the Government to operate facilities, Government- 
owned facilities ¢ " 

Mr. Suaw. No, we came to have those facilities as we get contracts, 
they were either special facilities for a particular contract—and under 
specialty contracts the Government has given us those facilities. 
There has to be a need for them at the time, before we can get them 
from the Government, a specific need. 

Mr. Streep. We have complaints from small contractors that some of 
the prime contractors were unable to give them business because they 
were required to use Government-owned facilities that actually were in 
competition with the small contractor. In other words, the prime com- 
pany’ would use a Government facility rather than subcontract. I 
wonder if you have any information on that? 

Mr. Suaw. No, there is no obligation on our part—you are talking 
about the facility being out in the hands of the subcontractor, and this 
subcontractor complains that he won’t get the work because we are 
ipeliped to give work where a contractor has Government facilities; is 
that it? 

Mr. Steep. And, also, where your company is required to operate 
a facility by the Government, and if you didn’t have that you would 
have subcontracted the same work, 

Mr. Suaw. No. To give you an example, in our machine shop, we 
have many Government facilities, various machines in our machine 
shop. This year we will subcontract approximately 45 percent of 
the manhours that we have scheduled for machine-shop work, we will 
subcontract on the outside. 

Now, how do we come to that planning? Where we have runs, or 
particular—let’s confine it to where we have our own skills, we have 
the machinery—where we have runs that will be long runs, we would 
be inclined to place those on the outside, as we have quite a few proj- 
ects where the schedule dictates that we have short runs here for 
experimental purposes, short runs here for an experimental program 
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and so forth and we feel that we can better handle the stop-and-start 
kind of work than give it to a subcontractor, for by the time you have 
set him up and indoctrinated him, the work is over. We don’t permit 
our machinery to compete with our subcontract needs, it. is usually 
either an overload or a job that we know, in our future a 
that while we have the capacity now, 8 or 9 months from now we will 
not have the capacity because of other jobs coming along. So, now, we 
send it out, even though our machines may be idle, to get a subcon- 
tractor started as a sustaining source. You can’t very well, in plan- 
ning your programs, plan it so finely that you get high utilization of 
your machinery. 

Mr. STEED. tam it you feel, then, that the operation of Govern- 
ment-owned facilities by your company does not interfere substan- 
tially with your subcontracting ? 

Mr. Suaw. That is correct. 

Mr. Steep. One of our legislative committees is now in the process 
of getting a bill to extend the Renegotiation Act 2 years. Are you in 
a position to make any comment as to whether that is a wise legisla- 
tive act or do you have any views on the subject ? 

Mr. Suaw. I will be glad to talk to you, not as an official of the 
Martin Co., because I am not reflecting our views on negotiation, but 
I think that your question is with respect to the small-business man. 

Mr. Steep. Especially in respect to him. 

Mr. Suaw. The Renegotiation Act—I have had experience, during 
the war I was on a Renegotiation Board—the Renegotiation Act for 
the small-business man is a pretty tough thing generally to suffer, let’s 
put it that way. In the first place, the problem in renegotiation, as 
they look to a company—and when I say “company” I mean small- 
business men—there are many companies rendering a great inventive- 
ness, unusual approaches, they have made real contributions. Now, in 
renegotiation, I think, their largest or biggest complaint is that the 
approach of renegotiation is a percentage of sales that is or is not 
excessive. Usually, if it gets over 10 or 11 or 12 percent depending 
on volume, it becomes excessive. And, yet, here is a man who is a 
low-cost producer, he has—he has done a very good job in planning 
work aid making a real contribution—many of them advise us of 
a different way we can do things that we haven’t thought of—they 
have made real contributions. 

And they may have in their price a high component of profit— 
let’s say 20 percent—and yet their total price as compared with a high- 
cost producer may be materially lower, where the high-cost producer 
in his price would have a factor, we will say, of 8 or 9 percent profit. 
I think the small-business man’s beef is that in renegotiation as they 
view him, they consider that 20 percent, as excessive profit and there- 
fore—a portion of it is excessive, let’s say 8 percent, or 80 percent of the 
profit is excessive—rather I should say 40 percent of the price is ex- 
cessive—therefore, you must refund that to the Government under the 
Renegotiation Act without giving consideration as to the contribution 
that he has made. 

They look purely at the resultant profit, rather than at the final price 
paid by the buyer, ourselves. 

Now, of course, they have other complaints, that if they make this 
profit and they have to turn it back to renegotiation, they do not have 
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the ability to retain enough money to expand their business, they are in 
2 category of small business where they can’t go to the public for public 
funds through stock issues or bond issues; their only souree, of course, 
is the bank. 

So I believe that their beef about renegotiation is its evaluation of 
their performance and the formulas used. 

Mr. Srexp. You are experienced with so many of the small-business 
firms, let me ask you this. If the Congress raised the figure below 
which renegotiation would not apply, would it make any substantial 
contribution to the welfare of sma b hanimeiat 

Mr. Suaw. It would eliminate quite a few of them by the elimina- 


tion—TI think the proposal in the Renegotiation Act is $2 million as a 
minimum 


Mr. Datmas. $1 million. 

Mr. Suaw. $1 million. I don’t know what percentage of small 
business that that would exempt from renegotiation, but it wouldn’t 
affect a hell of a lot more of them, a million dollars of renegotiation 
busimess for a small business concern is not great when they are in the 
category of productive labor of two or three hundred people. 

Mr. Sreep. What figure would you say would cover most of them: 
that is, take them out from under the renegotiation ? 

Mr. Suaw. I don’t think I am prepared to say. It would be an 
opinion and it wouldn’t be an informative opinion. 

Mr. Sreep. For the sake of getting the point I am trying to make, 
let’s say we raised it to $2 miflion, and all of those under that were 


exempt. From your experience, could you say whether or not that 


would do any particular violence to the end cost to the Government for 
the material they buy ? 

Mr. SHaw. No; because you see, renegotiation, as you know, came 
after World War II, when procurement, good procurement principles 
couldn’t always be followed, because of the need for ordermg goods 
quickly, and the ballooning of volume because of the terrific needs and 
demands that World War II put upon us. Today, we are in a peace- 
time economy, I think. We are in an economy so measured as far us 
gross national product is concerned of $400 billion in Government 
spending and Federal and State spending is only about $77 billion. I 
think, as you say in your statement, that Government spending is 330 
billion. That is 7 percent. There is no urgency for great volume at 
this time, which permits good procurement practices to take place on 
the part of the Government, as well as its prime contractors. 

So, using our good procurement policies and practices and compe- 
tition, there isn’t the opportunity for unconscionable profit as we had 
during World War II. 

So I would say that the Government doesn’t need the renegotia- 
tion—and this is a personal opinion—doesn’t need the Renegotiation 
Act to the extent of $2 million or less on small business. 

Mr. Sreep. In your statement, you point out the fact that most of 
our subcontracts are on a highly competitive basis ! 

Mr. Suaw. That is correct. 

Mr. Sreep. Normally, that takes care of excessive profit factor, 
itself, doesn’t it? 

Mr. Suaw. It does to the extent of whether one company as com- 
pared with another is a very efficient producer. You will get a bid, 
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let us say, from 3 companies and the price of the article, we will assume, 
is all 100, but they don’t end up with the same profit. One company 
may end up with a $12 profit, another with a $2 profit, and another 
with a $5. Now, the $12 profit is the result of an efficient producer, 
assuming his quality and his performance. Therefore, his profit, if 
you want to look at it as a percentage of sales, is excessive, but his total 
price is not excessive as far as the buyer is concerned. 

Mr. Steep. What is your experience from being in this field as to the 
time lag in renegotiation / 

Mr. Suaw. Renegotiation—they are probably now renegotiating 
fiscal years and calendar years 1953 and to some extent 1954. I think 
it might be helpful to the committee if they would examine the re- 
negotiation experience with respect to their seeking whether $1 million 
or $2 million is helpful as to the amount of clearances. 

That is where the Renegotiation Board finds there is not excessive 
profit. I would think in the small-business category you would find a 
terrific nwmber of clearances where the case is looked at and they say, 
“We don’t renegotiate it because the profits are not excessive, we won't 
really go through formal renegotiation but a screen process.” 

The results of that screening would give you about what percentage 
is renegotiated in any dollar category. And I don’t believe the Re- 
negotiation Act as far as renegotiation is concerned affects too many 
companies other than the very efficient-producers. 

Mr. Sreep. Mr. Seely-Brown do you have any questions / 

Mr. Seety-Brown. Yes, sir. On the first page of your testimony, 
you lift the dollar volume of orders placed with small-business con- 
‘erns, the figure in one instance is $73 million subcontract total, and in 
another $98 million subcontract total. What percentage is that $73 
million—or what percentage is that $98 million of the total amount of 
business done by your company / 

Mr. Suaw. The total amount of business / 

Mr. Srery-Brown. Yes; approximately. 

Mr. Suaw. Well, during that period that would be pretty close— 
this is approximately—you are talking about our total sales value 
during that same period / 

Mr. Sreiy-Brown. In other words, the $73 million, you subeon- 
traeted X dollars out to small business, of that $73 million what per- 
centage was that of the total business you did? 

Mr. Suaw. Well, I can tell you that but I would like to explain 
it first. This is commitments and we are committing now for goods 
that we may not deliver for 2 years. So, when you take a period 
under which you are committing—and let’s say we are in the ascend- 
ency—and then compare it with what your sales might be when you 
are low, you could get a fictitious percentage. So, I don’t think the 
percentage would really help you, because we happen to be now, as 
far as volume is concerned, on a growth curve, and we are committing 
for a period of 1957-58 much of this which will be related to a higher 
sales delivery dollar than now. 

So, this percentage would be high, but it would not be par. 

Mr, Szety-Brown. What if you projected both on the same curve’ 

Mr. Suaw. That is pretty hard todo. I can tell you that we gen- 
erally spend about 47 to 49 cents of every sales dollar on the outside 
for material for subcontracting for supplies. And this is a substan- 
tial part of that. 
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Mr. Stety-Brown. There was another question, which is not too 
important, but which I would be interested in, and that is, of the 3,200 
companies that fall into the small-business category, how are they 
caneibenad, geographically? Are those plants reasonably close to 
you! 

Mr. Suaw. If we had a map with pins of the 3,200 companies we 
would find a very high concentration in our own vicinity, Maryland, 
running into New York, New England, and then a thinning pinpoint 
running out to the west coast. We don’t always find the skill that we 
are looking for in our own backyard. 

Mr. Srety-Brown. Have a good many of those skills developed in 
your own backyard as a result of having the parent company there? 

Mr. Suaw. I have cases here illustrative of that, if you have a few 
minutes to review them, of how specifically we have done that. 

Mr. Srrty-Brown. Generally, it is true that the small firms, your 
subcontractors, which have grown up around you are in business 
cause you are there to buy their products and you have helped them 
to develop this skill; is that it? 

Mr. Saw. Yes; you see we are interested in our community for 
two reasons: No. 1, in being a good neighbor ; No. 2, the other aircraft 
companies located elsewhere, if we go into their backyard, they are 
inclined to get first preference when the chips are down. So, these 
are good—let us say, exclusive—sources for them. That is the second 
reason we are interested in them. 

The third reason is that about 80 percent of the subcontracts that 
we have with small business where we have developed the source we 
give them technical assistance. We will send a tool man out to help 
them with problems; we will send inspectors out to interpret the mili- 
tary aspect, and assist them in their inspection problems and their 
quality-control problems; we will send an engineer out to help them. 
And, of course, it is less costly in man-hours and time and money to 
have that liaison close to you, as compared with having your people 
traveling too far away from home. 

So, your technical assistance which you render these subcontractors 
can be more easily accomplished in your own backyard. 

Mr. Seriy-Brown. And, now, I would like to explore another ques- 
tion which our chairman touched upon and which you have already 
discussed briefly and, that is, could you advise us as to the approxi- 
mate percentage of your total plant that is Government owned? You 
said your No. 2 plant, as I understand it, is a Government-owned 
facility ? 

Mr. Suaw. That is right. 

Mr. Sreiy-Brown. Does the No. 2 represent 50 percent ? 

Mr. Suaw. No; I don’t have the exact figure. 

Mr. Seety-Brown. Any rought figure. I was interested in about 
how much of your entire facility is Government owned. 

Mr. Suaw. Between 40 and 45 percent. 

Mr. Seety-Brown. When you say “Government owned,” how is 
that divided among the branches of the service? 

Mr. Suaw. Well, we are a Navy-cognizance plant and the Navy is 
responsible to get us our equipment. 

Mr. Szety-Brown. Do you have any Air Force? 

Mr. Suaw. Yes. When I say “Navy cognizance,” the Navy has 
cognizance of our plant. But, as I mentioned in my statement, we 
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have Air Force, Army, and Navy business. But when it comes to 
facilities, the Navy is cognizant, rather than having the three serv- 
ices, that would be quite a mess for them and for ourselves. 

r. Senty-Brown. A whole lot of the equipment is available on 
a free basis. When you are using that equipment, do you pay any 
rent for it? 

Mr. Suaw. No; that would be in just one pocket and out of the 
other, because our business is all with the customer, the three services. 
So that is rent free, of course, as far as the facilities are concerned 
to the Government. 

Mr. Sreep. Since you do business with all branches of the service, 
do they have a standard inspection form so that a given item inspeeted 
by one branch could be accepted as inspected by another? 

Mr. Suaw. Each of the services have their own inspectors. We 
have an Air Force contract, and that Air Force contract is monitored, 
as far as inspection is concerned, by the Air Force. 

Mr. Streep. What I mean is, Suppose you have a standard item 
that you were buying from a supplier, then you may use the same 
thing—— 

Mr. Suaw. That is common to all the work we are doing? 

Mr. Steep. Yes. 

Mr. Suaw. Yes. 

Mr. Srerp. Do you have any inspection difficulties ’ 

Mr. Suaw. Because of the three services? No; we do not. 

Mr. Srety-Brown. Is any of the free equipment you have available 
to your subcontractors ? 

Mr. Suaw. Yes. When we have a subcontract that needs the equip- 
ment and we happen to have the equipment, and there is a greater 
dexhand for the equipment as far as our needs are concerned in the 
subcontractor’s plant than ours, we get permission from the service 
and put that equipment into the subcontractor’s plant. 

Mr. Sretxy-Brown. Now, I want to ask one further question and 
that involves renegotiation. 

Is it your feeling that if a subcontractor is being awarded a con- 
tract as the result of an open competitive bid, that the subcontractor 
would no longer be required to have his contract renegotiated ? 

Mr. Suaw. No. I am sorry if I left that impression. I said that 
the need for renegotiation—what I would like to say is, the need for 
renegotiation, I believe, under the competitive system, now, without 
the pressure of ballooning of sales because of time, the divorcement of 
good procurement practices, that would ordinarily be used—now, that 
is not of necessity—lI say the need for renegotiation to capture excess 
profits is a lot less than it was during World War IT. 

Mr. Serty-Brown. I can agree with you in that respect. I would 
like to see if we couldn’t eliminate the need for renegotiation for some 
of the small business concerns, and also, possibly revise our tax laws 
so that if he has been an efficient operator and done well, when the next 
year comes up when he is trying to develop something new, he will not 
have spent all of his money on taxes, he will have kept some to keep 
going, and I think, in the long run, the company would benefit rather 
than lose. 

Mr. Suaw. I agree with you. This is not a blanket endorsement of 
small business but there are many concerns in small business, as 
enlarged business, that have their heads above the pack. And that 
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guy when he is efficient, and because of his efficiency, his price is very 
competitive and, as a result of his operation, he has a good return on 
sales, he has a tremendous return on net worth, financially, but a good 
return on sales, under the present law, and under renegotiation—but 
let’s concern ourselves with renegotiation—when they siphon off cer- 
tain money he has earned, which has not been at the expense of Gov- 
ernment—assuming that competitive forces have been at work in 
getting the business—he has lost the opportunity to invest for expan- 
sion. So, therefore, in time of need he is a limited facility because of 
his capacity. Iam sure the Renegotiation Board wouldn’t agree with 
that but that is as I see it. 

Mr. Srety-Brown. One further thing. You have listed here the 
number of small business firms with whom you have contracts. Would 
it be possible to find out how many new ones come in each year and 
how many old ones go out, without too much difficulty on your part? 
In other words, can a small-business man say : “We have always had a 
working arrangement with the Glenn Martin Co.” and as the result 
might a new man, who may be trying to get in the same field, will find 
himself frozen out? I mean, Is it a fairly constant group with whom 
you do business? The number may be constant or the number may be 
growing 
~ Mr. Suaw. The number changes. You see of the 3,200 who do busi- 
ness with us, that does not indicate that those 3,200 are exclusively in 
defense business. Many of those companies are participating in the 
civilian economy as well as the defense, and there are some that are 
exclusively defense and some that have only a smidgeon. 

Mr. Seety-Brown. And it is not all the same company ¢ 

Mr. Suaw. It is not always the same company. 

Mr. Srety-Brown. That is what I am getting at—whether the field 
is closed down except for this small group ? 

Mr. Suaw. No; we are looking for sources. Now, you just had your 
first regional session with small-business men in Baltimore. In Balti- 
more—that was last Thursday—we cooperated to the extent of having 
an exhibit there of the type of things that we looked to small business 
todoforus. Wehad adisplay there. 

Now, as the result of that meeting, we will get—and this is a pre- 
diction—pretty close to 35 or 40 small businesses coming into us selling 
their wares that we haven’t known about before. So, out of those, let 
us predict, that there will be another 2 or 3 that will be of the type, 
representing skills and techniques that we want to use on our next 
contract. So, they will come—maybe at the expense of a small business 
that is presently doing that work, because of price, let us assume, or 
because of capacity, or because of the workload at the time we place 
the job—they will come in. 

So it is changing, but it isn’t completely a turnover every year of 
3,200 new ones. But it is changing. 

Mr. Sreety-Brown. It is a fluid situation ? 

Mr. Suaw. That is correct. 

Mr. Seety-Brown. That is what I wanted to get. 

That is all, Mr. Chairman. 

Mr. Roosrvett. Mr. Chairman, I want to apologize for being late. 
Unfortunately, I had to go down and pay a visit to the doctor. 
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Mr. Shaw, I have had a number of things that I was interested in, 
in these hearings, and, particularly, the ones we have in Los Angeles. 
Let me cover first a point that I noticed you emphasized—I have 
just had a glance at this here—you emphasized the volume of business 
which the Martin Co. gives to small-business concerns under that defini- 
tion of 500 or less. And in our Los Angeles hearings we found a 
number of companies that had been listed as receiving contracts. 
And we found—for lack of a better term let us call them errors— 
that were made in assigning these contracts to small business, whereas 
in actuality they weren’t small business at all. 

Now, my question would be, No. 1, how do you ascertain to your 
own satisfaction that a subcontractor is small business ? 

Mr. Suaw. Well, first, we had to start somewhere so over a year 
ago we circularized all our vendors that were on our vendor list, with 
the exception of the known large companies, such as General Electric, 
Westinghouse, Ford, General Motors and asked them to fill out this 
form which told of their affiliations, if any, the number of employees 
that they had—which was the measure, it is less than 500 as you 
know—and then when those replies came in—and we followed those 
replies to get 100 percent return—we designated on our vendor list 
“L” for large, “S” for small. And today, when invitations are sent 
out, there is an “S” or “L,” a designation of the company by size, 
or distinguishing small business from large business. As new com- 
panies come to our attention, as they solicit us or as we hear about 
them, we send out this questionnaire, which keeps our list constantly 
up to date, not only those that we are currently using but the vendors 
represented on our vendor list that we intend to use or have used. 

Mr. Roosevetr. Could we have a copy of that? 

Mr. SHaw. That would be tremendous. 

Mr. Roosevetr. I don’t mean the whole list, I mean a copy of the 
questionnaire that you send out? 

Mr. Suaw. I don’t have one right here, but I would be glad to 
furnish it to you. 

(The letter and questionnaire referred to are as follows :) 

THe Gienn L. Martin Co., 
Baltimore, Md., June 29, 1956. 
Mr. IRVING MANESS, 
Care of Subcommittee No. 4, 


Select Committee on Small Business, 
House of Representatives, Washington, D. C. 

Dear Mr. MANgss: As I promised you on Wednesday, June 27, I am enclosing 
copies of our circular letter which we send to our vendors for the purpose of 
classifying them as to large or small business. 

These letters are sent to the vendor when he is first placed on our vendor list, 
in the event that at that time we have not already received from him in personal 
discussions the necessary information. 

Further, it is our intent to send this same letter to companies in the 400-to- 
499-number-of-employees category once a year, in order to determine whether 
they should be reclassified. 

Very truly yours, 
G. B. SuHaw, Vice President. 


Tue Grenn L. MARTIN Co., 
Baltimore, Md. 
GENTLEMEN: We are in the process of up-dating our suppliers file and would 
appreciate your assistance. 
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It will be helpful to us if you will enter the information requested below and 
return this questionnaire in the enclosed envelope. 


Name of company: 
Address : 
Division or affiliate of: 
Address : 
Total employment (including parent or affiliated companies, if any): 
[jLess than 100 
{1100-200 
(1200-400 
__}400—499 
500 and over. 
Thank you for your cooperation in this matter. 
Very truly yours, 


N. BE. HoLianps, 
iad Staff Assistant to Vice President—Procurement. 
7 J 
Cisc 

CIPD 

Mr. Roosrverr. One of the other companies also followed that pro- 
cedure, but from the questionnaire, they didn’t get the information that 
would justify them in putting an “S” or an “L” beside the companies. 

One of the reasons I am interested in this is that I have gone over 
the list of small companies, and we ran across a number of companies 
that we don’t understand how they got in as small business. 

Mr. Suaw. That is the list we furnished to the committee ? 

Mr. Roosrvect. Yes. 

Mr. Suaw. I am surprised at that. 

Mr. Roosevett. Let me be specific. You listed United States Rub- 
ber Co., of Stoughton, Wis., as a small company. 

Mr. Suaw. United States Rubber Co., of Stoughton, Wis. ? 

Mr. Roosrvett. It states that this plant is a part of the United 
States Rubber Co. with offices at 1230 Avenue of the Americas, Rocke- 
feller Center. That must be correct. 

Mr. Suaw. That is right. 

Mr. Roosrve:r. But it is listed by you in what you furnished the 
committee as small suppliers. 

That is No. 1. 

Next, you list the General Electric Supply Co., of Baltimore. 

Mr. Suaw. That is a small company. 

Mr. Roosrvetr, And they say that General Electric Supply Co. is 
a division of General Electric, which, again, I wouldn’t call a small 
company ; would you? 

Mr. SuHaw. That is different from our opinion. The General Elec- 
tric Supply Co., of Baltimore, is an agency, franchised perhaps like 
an automobile agency, a Buick agency, and I understand that is 
financed by private capital. 

Mr. Roosevetr. In their letter to us it says the General Electric Sup- 
ply Co. is a division of General Electric Co.,a New York corporation. 
Mr. Suaw. Then, if they state that, they must be large business. 

Mr. Roosrveit. You see why I am asking about the questionnaire, 
because if these kinds of mistakes can creep into the list you gave us, if 
you list them as small businesses, naturally we begin to wonder about 
the value of these statistics. I have gota fow here if you would like to 
have the rest of them. They go right down the line. 
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Here is one of Rem-Cru Titanium, of Midland, Pa. - And they say: 


Inasmuch as our company has more than 500 employees and is owned jointly 
by the Remington Arms Co. and the Crucible Steel Company of America, we 
question whether we qualify as small business. 

They are listed by you as small business. 

I would like to add the names of a few more companies listed as 
small business: The General Controls Co., Glendale, Calif.; Douglas 
Aircraft Co., Inc., El] Segundo, Calif.; Kaiser Aluminum & Chemical 
Co., Washington, D. C.; Raymond Rosen Engineering Products, Inc., 
Philadelphia, Pa.; Standard Coil Products Co., Inc., Los Angeles, 
Calif. ; the B. F. Goodrich Co., Akron, Ohio; National Water Lift Co., 
Kalamazoo, Mich.; Elastic Stop Nut Corporation of America, 
Union, N. J. 

(The letters referred to are on file with the committee for the use 
and study of the committee and other appropriate committees of 
Ve) 

Mr. Saw. It is obvious that when you are dealing with 6,600 names, 
and tabulating any form 

Mr. Rooseve.r. But these companies have received sizable contracts, 
and when you add it to your list it begins to make your total of 45 
percent shrink quite a bit, which makes me wonder how much of this 

usiness is really going to small business. There is at least $100,000 
or more in each of these companies. And when you begin to balance 
that against your percentage, I am sure you weoutdi’ blame the com- 
mittee for being a bit worried about the accuracy of the information 
which is being provided. 

Mr. Suaw. Of course, you can appreciate those are errors and there 
can be errors on the other side, where small business was not listed, but 
included in the large-business category. Whether it is offset or not I 
couldn’t tell you. 

Mr. Roosrvetr. We weren’t able to find those errors. 

Mr. Saw. I don’t believe we supplied you a list of our large busi- 
ness or our total list. 

Mr. Roosevett. No; not the large one, that is correct. If you find 
any we would be very glad to have the large ones that should be trans- 
ferred to the small ones. 

Then I have a number of more or less general topics, if it is all right 
to go into them at this time. 

ould you tell me, roughly, what the situation is in Martin in rela- 
tion to Government-owned tools, equipment, and facilities, particu- 
larly, I am interested in what the situation is in relation to leased or 
loaned tools and equipment and facilities. Are the same things sup- 
plied to contractors by the Armed Forces? What percentage, roughly ? 

Mr. Srvep. Before you arrived, we asked some questions in that 
regard and I think he said about 40 or 45 percent of the equipment is 
Government-owned. 

Mr. Rooservett. I think that is all. 

Mr. Steep. Mr. Maness? 

Mr. Maness. Mr. Shaw, you previously indicated that there are 
instances where you will supply your small business contractors Gov- 
ernment-owned tools or Government-owned facilities or equipment. 
Do you charge them any rental for them, or is there any compen- 
sation paid? 

Mr. Suaw. No. 
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Mr. MAngss. Do you pay any compensation to the Government for 
the tools that you received ? 

Is it the practice of the services not to charge any money for these 
facilities? 

Mr. Suaw. That is right. 

Mr. Srerep. As I understand your statement on that a while ago, 
when the Government furnishes you any equipment of that sort, it acts 
as an offset to what they would pay you had you owned the machinery 
yourself ? 

Mr. SuHaw. Yes. We are speaking now from a prime contract 
standpoint. I don’t think it would serve any purpose for us to pay the 
Government rent and charge them the amount—charge them the 
amount that we paid them for the equipment. We do get Government 
contracts which specify that this shall be rent free with respect to sub- 
contractors. And those subcontractors are those that have got facili- 
ties that ordinarily charge all buyers a rent. But when we have a 
contract that specifies they shall be rent free, then we go to those cus- 
tomers—and I am not speaking now of small business, but of all cus- 
tomers—and say in this case we have a contract that says anything 
performed under this contract shall be rent free. Then we get the facil- 
ities rent free. 

But companies, of course, such as the engine companies, such as the 
landing-gear companies, that have facilities, their practice is to charge 
a rental for defense and commercial use, as the case may be, because 
the work is not exclusively—no one type of work from any buyer is 
exclusively on those. And on those they pay a rental because they 
charge us. But when we have a contract that dictates that all service 
and supplies under such contract ought to be rent free on Government- 
owned facilities there is no charge. Now, that doesn’t apply to us, 
that applies to those we are buying from. 

Mr. Steep. As a sort of final summary question, have you any views 
you could give the committee on what additional steps could be taken 
that might improve the situation as to placing more work with smal! 
business than is now being done ? 

Mr. Suaw. In my experience—which, of course, is localized—I can’t 
subscribe to the idea that we are not doing a hell of a lot for small 
business, not because we want to do a lot for small business, but be- 
cause we need small business. And we think—not to wave the flag for 
small business—but to give the bestest. and the mostest to our cus- 
tomers, So we survive, that we are wringing out the small business field 
pretty well. In many cases, because of their techniques, and because 
of our desire to have them as continuing sources against the ups and 
downs of defense spending, we are investing more costs in doing biasi- 
ness with small business than some other companies, not from a price 
standpoint but from an assistance standpoint—I mean, by sending out 
technical assistance. That is to preserve good sources, 

You see, the defense business—you get many inquiries and many 
complaints, I presume, from small business. But in the main, to the 
tremendous number of small businesses in this country—because of 
taxes, because of renegotiation, because of termination, possibilities of 
termination, because of the terrific changes that we have due to the 
advancement in the state of the art and the changes as they fabricate 
it for us—defense business isn’t terrifically inviting to small business 
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as compared to the civilian economy. I don’t think a small-business 
man 2 has had experience both in the civilian economy and in de- 
fense work, if he had his choice, would want to be fully dependent on 
defense work. 

I say that because there are many cases where we intrigue small 
business that has certain skills to take some of our business. There 
are some cases where we have to urge them to take our business. 

Mr. Seeiy-Brown. I don’t want to prolong the testimony, but I 
would like to ask one final question. Who pays for the maintenance of 
the Government equipment, or what overhead or administrative ex- 
pense is charged to the cost of the project? 

Mr. Suaw. We pay for the maintenance, we pay for it and charge 
it to our overhead and maintenance account. And, of course, the Gov- 
ernment pays that on overhead account. So, of course, indirectly they 
pay for the maintenance. 

Mr. Roosevutr. In relation to the help you have to give small busi- 
ness to keep them in the picture, do you feel that we should eventually 
consider ways and means for small business to assure to themselves a 
capital market? In other words, we have many complaints in the 
committee, that one of the problems of small business is that they 
have either to go to their supplier for help and assistance in financing 
their machinery needs or whatever it might be, and that there are 
available no long-term capital facilities, at least none which would 
compare with what generally are available to large business. 

Mr. Suaw. That is true, as far as equity financing. 

Mr. Rooseveir. Do you think that such a move might perhaps make 
the situation more inviting for small business and help you? 

Mr. Suaw. There is an increasing—I don’t know to what extent— 
but there is an increasing penetration of the Government lending 
agencies now tosmall business. I read that they are getting more anc 
more loans—of course, as I understand it, that isn’t confined only to 
defense work that small business may have—and I don’t know what 
the potential of that agency is as far as taking care of the needs. 
There is a local banker, but you are right that that is a short-term 
loan ; that is not a working capital loan. And the small-business man, 
of course, while he doesn’t have access to the equity-capital market, 
he has access to outsiders if he wishes to dilute his ownership as far 
as long-term investment is concerned. 

I don’t know how to answer that. We have had in our experience 
cases where financing was needed, and have within our capability 
advanced payment, the lending of facilities, the assistance of tech- 
nical people, progress payments—within our capability we have done 
a lot to help them. 

But let me not lead you astray. This is not more than 5 percent 
of the cases. 

Mr. Roosrveir. And, of course, basically, I think you would agree 
that isn’t a healthy situation where the subcontractor has to go back 
to the contractor for what would amount to his capital requirements— 
I think it is wonderful that you do it; don’t misunderstand me. 


Mr. Suaw. We do it because we want the man’s capacities and skills. 
We do it selfishly. 
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Mr. Roosrvetr. But, basically. isn’t it sound from the standpoint 
of the small-business picture to do that? 

Mr. Suaw. No; it is just to help on that one order. 

Mr. Srety-Brown. How many small-business firms have been un- 
able to get your contracts and have told you that the reason was 
because they couldn’t get financing? Were cases to the reverse 
brought to your attention, in other words? ! 

Mr. Suaw. Yes, there have been cases; they are not in the pre- 
ponderance. And those cases have been combined with the like of 
just exactly what we wanted where we wouldn’t do what I just men- 
tioned with somebody else, because they didn’t have their head above 
the water as far as we needed. But there have been cases, surely. 

I think the small-business man really would like to hold on to what 
he makes and use that as capital, reinvested capital in his business. 
And that is the man who can make money in his business. Other com- 
panies—and there are companies, you will find, in any class, that 
have a habit of losing money or running a sloppy operation. Capital 
won’t help such companies. 

Mr. Sreiy-Brown. Of course, the tax law penalizes the good man, 
actually. 

Mr. Suaw. That is right. The more you make, the more dollars 
you will have, of course, ‘but your dollars are going to be taxed. And 
renegotiation, as we have discussed it, will siphon off much of the 
profit. And the man who is buiiding the business in the future looks 
at that as stifling his opportunity to expand. 

Mr. Roosevetr. One more question. Mr. Marschalk in his testimony 
at Los Angeles made the statement to the committee : 

There are 3 different ways in which private firms now operate Government- 
owned facilities: 1, the facilities are provided without charge and that is 
typical for the majority of large installations; 2, certain equipment is rented 
at a rate of 1 percent of initial cost value per month; 3, a similar rental pro- 
gram carries a rate of 2 percent a month. 

Do you know any reason why these three different systems are set 
up—and you obviously qualify under this first, which is without 
charge—why should anybody obviously be under the other two and, 
particularly, the last one? 

Mr. Suaw. I will have to dodge that last one. As far as the second 
one is concerned, the 1 percent, that is normal, as I mentioned a few 
minutes ago, for a company that needs Government facilities at the 
outset of the contract. We are not talking about prime contractors 
now. We are talking about a contractor, an important subcon- 
tractor—I think I mentioned the landing gear, let’s use that as 
an example. Certain machines were needed for the landing gears on 
the B-47, and this contractor was successful in getting the order. And 
he got Government facilities to produce that order, because the run—it 
was an unusual order and it took special type machinery that had 
no other purpose except for, we will say, the landing gear of the 
B-47. So, he got those facilities. 

Now, he doesn’t use them on any other work, but rather than have 
them stay idle the Government says: “Charge rent on those, we 
are charging you rent, and you charge rent at 1 percent a month.” 

So, when work comes to hilo centile might be for the DC-8—which 


can be made with these tools, rather than let them stay idle he uses 
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the tools and charges them 1 percent—Douglas in this case—and if we 
come along and we can use those tools and the work that he does for us 
can go on those tools, he would charge us 1 percent, unless we have a 
contract which says it shall be rent free. And we go to him and say, 
“we have a contract that stipulates it is rent free” and he will waive the 
] percent. 

The reason for the 1 percent is that it is better for the Government 
to have those tools in use more broader than first was anticipated. 
Mind you, in this example that I am setting up, we got them special- 
purpose tools. He did not have those tools. Those tools were not 
available; they were only for this contract, and the development of the 
—T them more broadly used. So, he is charged rent for those 
tools. 

Now, if the small-business man is in competition, we will say, with 
the landing-gear company, he will find that he will be charged 1 per- 
cent for that facility, those tools. 

Mr. Rooseveit. Maybe I don’t understand it, but if these Govern- 
ment tools, if they are given free to him to use, would they not be 
used just as much as if he had to pay 1 percent rental? I don’t see how 
the oo is increased by forcing him to pay the Government 1 percent 
rental ¢ 

Mr. Suaw. I am sorry I misled you. I said that these tools have 
come to him because they were not general-purpose tools, and they were 
tools that were needed, we will say, for the 7. The tools are now in 
his pein ; he has used them, and 3 or 4 years have gone by, and now 
with the advancement in the state of the art there are more landing- 
gear requirements along the lines of the B-47 that need those tools. 
So, the Government charges him rent, and he is not permitted to use 
them on commercial or Government and he charges—and he pays the 
Government rent, rather than to say that these were only used for the 
3-47, now we will put them in storage, and if you want to do anything 
for Martin or Douglas, or anyone on commercial business, you go out 
und buy these tools again, and we will put these in storage. I think it 
is a better approach from the Government standpoint. So the tools 
are in use, and having finished the job on the B-47, and to keep the 
tools in use, there is no charge on the tools. 

Mr. Roosevetr. I presume the 2 percent is for the newer tools? 


Mr. Suaw. I am not acquainted with the 2 percent; it hasn’t come to 
our experience. 


Mr. Roosevrir. Thank you. 

Mr. Seeiy-Brown. What is the average obsolescence of the tools of 
the kind you have mentioned ? 

Mr. Suaw. Well, a tool that is a special tool, it can perhaps be used 
on one job; and, if there is not a following of that job where the tool is 
used, the obsolescence is very high. Again, on certain tools that are 
of a general purpose that you can use and that you should have on any 
program, it is up to us, the company, to buy those tools. The Govern- 
ment will say, for you to stay in business and be a supplier, you invest 
your money in those tools. 

So, therefore, I am talking about special-purpose tools, tools that 
will be needed for a special program. That program is an advanced 
program. Later on, all programs get into that advanced stage and 

83346—56——11 
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the machine then becomes common use. Do you follow me? But, if 
it starts out with a common-use tool, we are expected to buy that. 

Mr. Roosrvetr. Mr. Shaw, on tools that. you use in fulfilling a com- 
mercial contract, if you have one—and I presume you do—if you use 
Government tools or Government facilities, do you pay rental ? 

Mr. SuHaw. We have to pay; yes. We don’t happen to have any 
commercial business; ours is all Government business. 

Mr. Rooseveir. But you would not have this—it is a flat statement 
that you would not have free use of them if you did use them for 
commercial ? 

Mr. Suaw. Not unless the directive has changed. I haven’t any 
knowledge that it has changed. We would be expected to pay rent 
for these tools on that commercial basis. 

Mr. Sreep. Mr. Shaw, we thank you very much for coming here 
today. You have been very helpful and we appreciate it. And we 
want to thank you and say that we find your testimony very enlighten- 
ing. 

Mr. Suaw. I am glad to have had the opportunity to appear before 
you. 

Mr. Sreep. I believe that Mr. Wilford has arrived. 

Will you come forward, sir? This committee will be glad to hear 
you now. 


STATEMENT OF E. BURKE WILFORD, PRESIDENT, WILFORD 
AIRCRAFT CORP., MERION STATION, PA. 


Mr. Witrorp. I am EF. Burke Wilford. I have been one of the 
pioneers in aviation in the Philadelphia area since Lindbergh’s day, 
mainly, contracting to set up small business firms in the Philadelphia 
area, some of which have grown into large business firms. We were 
mainly working on helicopters and now I have more or less retired to 
where I am an aeronautical architect, dog preliminary design work 
for my own behalf and other companies in the aircraft industry. I 
have a prepared statement but it isn’t m the form that I want to put 
it in the record, and I would like to have permission to send it in after 
the hearing in final form. 

Mr. Streep. All right, you may do so. 

(The prepared statement of Mr. Wilford appears in the appendix. ) 

Mr. Witrorp. And I would like to confine my remarks to just what 
small business and aviation need. \ 

Mr. Streep. You may proceed, sir. 

Mr. Wirrorp. And you might say certain goals. Et os 

I would like to say also that I think big business in aviation is doing 
a reasonably good job in the subcontracting of their present contracts, 
and they average about 20 percent of their gross volume. 

I think, in general, one of the great problems of American aviation 
is the very high cost of aircraft. I think more emphasis can be put 
on that as the discussion of where we stand in aviation tapers off. 

I would like to also call to the attention of the committee that some 
of the best airplanes we have have been designed by individuals, not 
by big groups of engineers. 

It is the policy, both im prewar Germany and now in England that 
the aeronautical designer 1s looked upon with more honor and favor 
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than the usual vice president of engineering who is usually an admin- 
istrative engineer. 

We in America put too much emphasis on management, protocol 
and financial power. What I am interested in is that a man designs 
a good airplane. 

I want to call to your attention three designs. One is the B-17, 
which was designed in a hotel room in Dayton. They did not require 
100 X years to make the general layout of the B-17. I would like to 
call your attention to the C—123, now the best assault transport, which 
was designed by a small group under Mr. Strukoff, and which is now 
being produced by Fairchild. 

Also, there is the B-57, designed by a small group in England 
and brought here and is now being produced by Martin. 

I think the committee should feel that the future of good airplanes 
does not depend on size of organization, but more upon proper mobili- 
zation and utilization of brainpower. 

Mr. Roosevett. I would like to ask a question there, Mr. Chairman: 

The last one that you referred to, do I understand you to say that 
Martin bought these plans? 

Mr. Witrorp. No; they were built in England and brought here 
and modernized to American specifications. 

Mr. Roosevett. I see. 

Mr. Witrorp. So that good aircraft depends upon who designs it; 
how much freedom of action they have; how closely their inspiration 
is hooked with scientific knowledge. 

That is phase 1: Aircraft design. 

Phase 2 and 3, rightly, are in the hands of large organizations, be- 
cause you have to perfect that design phase and put it in production. 

However, I am sorry to state that one of the reasons it takes so 
long for our aircraft to go from the first sketch on the drawing board 
to production is the fact that the applied research stage is dragged 
out—you might say, the inefficiency of organization. 

Mr. Srery-Brown. May I interrupt there? 

Mr. Wirrorp. Yes. 

Mr. Srety-Brown. You are saying that just money alone is not 
the answer ? 

Mr. Wiirorp. Money alone won’t build good airplanes from design 
viewpoint. It takes something more than that. 

Mr. Roosevetr. Are you also saying that perhaps the Government 
does not do a good enough job in emphasizing the part to be played 
by individuals outside of big management ? 

Mr. Wirrorp. Thatis right. In fact, I will go directly to my goals, 
and then you will see. 

The broad aviation program in small business should have the 
following end objectives: First, that 30 percent of all the prime con- 
tracts to big business should come down to small business through 
subcontracting at a reasonable profit. I am sure Mr. Shaw has gone 
into that fully. Now it is only 20 percent. We ought to make an 
effort to raise that about 50 percent. Q 

Mr. Rooseverr. Of course, Mr. Shaw’s figure was 41 percent. 

Mr. Witrorp. No; that was 41 percent of the total—what they 
bought outside. 

Mr. Roosrvext. I see. 
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Mr. Wirorp. So it was 41 percent of 43 percent. 

Mr. Roosevett. I see. 

Mr. Witrorp. Second, a larger percentage of the prime contracts 
for production of accessories and equipment could be built by small 
business. This might even go as high as 50 percent in certain lines of 
accessories to offset the fact that the production of complete aircraft 
requires a larger business. 

In other words, for things like radios, electrical wiring, and so 
forth, which are mostly special, so that they cost a lot of money when 
you put them into big groups, and their quantities are small. 

We should think in the accessories end of production that we might 
even go as high as 50 percent, because small business has to get its 
share of the aircraft, the completed aircraft. 

Now, the third one, and this is the one that I particularly plead for— 
this is new, and I understand that the armed services are working on 
this subject now—is that one-third of all research and development 
money in all types of aircraft and accessories be developed by small 
business, which will make the future of American aircraft truly 
healthy. 

In other words, it will speed up development, reduce the cost of 
development; it will put the individual with his low overhead and his 
ability to act quickly in competition with the industry, and it will mean 
that we will get things started much quicker. 

Mr. Reosrvetr. Could you just cover that point again? I do not 
think that Mr. Seely-Brown or I quite heard it right. You recom- 
mended one-third of all research and development—— 

Mr. Witrorp. One-third of all research and development might be 
spent on prime contracts for aircraft and accessories, to be developed 
by the small-business method. The reason for that is, first, you make 
quicker starts, because the individual person wants to do something 
sometimes years ahead of the time he can get the armed services to 
let him do it. 

Second, he will do it much quicker because he finds out his mis- 
takes almost immediately. When done in larger organizations, it 
takes a long time for the mistakes to come out. 

Third, you will get more advanced designs more quickly to the stage 
where the industry as a whole can take on the perfection and develop- 
ment and production. 

Mr. Srety-Brown. Small business, in turn, will have available the 
money to do the work which you are talking about ? 

Mr. Wirrorp. Well, most research and development contracts are 
cost plus, so they are self-financible. 

Mr. Seevy-Brown. In other words, you will be able to pay the 
engineers enough to work for you ? 

Mr. Wurorp. They would rather work for the small business. 
Most creative engineers do not like getting put in a slot. ; 

Mr. Sre.y-Brown. They may not like it, but I am just wondering 
if they like it from a dollars-and-cents point of view ? 

Mr. Witrorp. Well, I am sure—~ 

Mr. Srevy-Brown. I am not arguing with you, but I am just won- 
dering if you could, actually, get a gcod engineer 

Mr. Wirrorp. Yes; and you also have the colleges to go to. You 
see, the aeronautical educational groups all have instructors and spe- 
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cialists. In fact, that is where most of the ideas come from anyhow, 
from the educational end of aeronautics. 

Mr. Sreiy-Brown. I am sure of that. I am just wondering how 
many small firms have ever gone up to MIT, or any other place and 
offered a man a job. 

Mr. Wiurorp. Well, there is quite-2 lot of it done that way. 

Mr. Rooseveitr. And more would, if the policy were given to them? 

Mr. Witrorp. If the policy could give this one-third of all research 
and development money. Today it is very, very difficult to have that 
done because the contracting oflicer, or the civilian will say, “Well, I 
would rather give a million dollars to General Electric to develop this 
than let Electronics, Inc., over in Harrisburg do it for $100,000, be- 
cause if Electronics, Inc., fails, someone will call me on the mat, but 
if the GE fails, why no one will say anything.” 

Mr. Srery-Brown. Could I ask this question also m connection with 
what you said concerning the policy of design and small business? 
Do you feel those designs are being taken over by the Government, 
or by the prime contractors, or have you obtained your pattern when 
you develop something by small business ¢ 

Mr. Wizrorp. Well, patterns do not enter a whole lot, because, take 
for instance in the art we are now working, vertical lift—in other 
words, getting up, combining the helicopter and the high-speed air- 

lane—there are over 400 patterns in that art already... Now the 
important thing is the proprietary right. If the small-business man 
comes in with a design which is simple and works well, the Govern- 
ment usually maintains his proprietary riglit, and he would get a 
small royalty, or engineering fee. 

Mr. Sre.y-Brown: Sir, if you develop something yourself, and 
develop it successfully, is the tendency going to be for ycu to then 
expand your own business and start giving some of these bigger boys 
a run for their money, or are you going to want to stay small? 

Mr. WizForp. No; I want to work with the big ones, because I want 
to make a better design. I do not want to be tied down with the rou- 
tine of production. 

Mr. Srety-Brown. In other words, what you are saying is that you 
feel a lot of the creative work cn a certain level can be done by small 
business ? 

Mr. WiiFrorp. That is right. 

Mr. Srety-Brown. And once that creative work has been done, then 
as far as you personally are concerned, you would just as soon pass 
it over to somebody else ? 

Mr. Wirrorp. But you have to have the Government backing. The 
service has to take you by the hand and take you over to one of their 

roduction companies and say: “You produce this much, that is not 

one now, although they are thinking about it. However, I think we 
can cut down the time from initiation to production about a third, 
and you can cut the cost in proportion to it.” 

Mr. RoosEvert, Have you any idea what percentage of the:improve- 
ments that were made in general in World War LI were made by small 
investors, whether a large number of them were? 

Mr; Wiirorp. I-would think the majority of them. The National 
Research Council, which was set up to take up suggestions which came 
in, I think they were counting every piece of paper that went to the 
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office, some 300,000. They recommended to the armed services about 
4,000 ideas. One hundred of them went in very large production, 
such as mine detectors and so forth, and they all came from the public. 

I cannot tell you how many others came out of big business, but I 
am sure that the majority of the improvements do still come from the 
individual mind ; they are divinely inspired. I mean, you cannot bu 
inventiveness ; it is endowed upon the few. It takes the many to wor 
them out. 

Mr. Roosevett. However, isn’t it true that we are in a situation now 
where this becomes a competitive field ? 

In other words, large businesses have their research programs, and 
isn’t it going to take a very broadminded person to resist the pressure 
of large business, to support against giving this one-third, or whatever 
percentage it should be, to small mn independent firms? 

Mr. Wi:Forp. I do not think the services feel that all good ideas 
come from them. It is true they may be perfected, but the spark 
comes from the individual. 

Mr. Srety-Brown. Well, the spark comes from the individual 
whether it is big business or little business. 

What you are saying is that it is easier to get the spark into a fire 
if it is a small fire to start? 

Mr. WirForp. That isright. When you have over 10 good engineers 
working on an airplane, and over 15 mechanics, you are building an 
engineering organization, you are not building an experimental air- 

lane. 
; I think this is one of the best examples of that. Arthur Young, who 
is one of my fellows whom I encouraged in the early days of the 
helicopter, went with Bell and built the Bell helicopter, which is a 
very good helicopter, and very active. He left Bell because, he said, 
“T only want a small group, but they made me handle 300 engineers, 
and I could not design any more, I was an administrator.” 

Mr. Roosevett. On that point, isn’t it probably also true that these 
large corporations are depending on Government funds, rather than 
their own private capital and therefore they are in a position to do 
just exactly this, to use this kind of mass system which-you have just 
testified you think is detrimental to the research and development 
program ? 

Mr. WirForp. It is detrimental if it has no competition from the 
outside. 

Lam not a radical in any way. In fact, I am a strong Republican, 
a member of the Union League, and all that. 

Mr. Roosevetr. I think your testimony, therefore, is even more 
important. 

Mr. Witrorp. Thank you. 

I have some literature here that I wrote for the Congressional 
ae on how to cut the cost of aircraft, if anyone would like a copy 
of it. 


Mr. Steep. I understand or want to prepare a formal statement ? 


Mr. Wurorp. Yes; I wou 
Mr. Steep. Fine. 
- behalf of the committee, I want to thank you for coming here 
today. 


d like to write this up a little better. 
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Mr. Witrorp. Thank you for listening. I hope the industry does 
not feel bad about what I have said. 

Mr. Steep. Do we have Mr. Reid of the Republic Aviation Corp. ? 

Mr. Reid, will you identify yourself and your associate for the 
record, and then proceed in your own way ? 

We will be glad to hear from you. 


STATEMENT OF C. E. REID, DIRECTOR OF PRODUCTION AND PRO- 
CUREMENT, AND SMALL-BUSINESS LIAISON OFFICER, REPUBLIC 
AVIATION CORP.; ACCOMPANIED BY JOHN A. MELROSE, STAFF 
ATTORNEY 


Mr. Retp. My name is C. E. Reid, director of production and pro- 
curement for Republic Aviation Corp., in Farmingdale, N. Y. 1am 
also the small-business liaison officer for the company. 

Mr. John Melrose is with me as the staff attorney for Republic 
Aviation Corp., and has worked closely with the procurement depart- 
ment in their contractual problems throughout the last few years. 

I thought he might be helpful in answering the questions. 

We have not any Arebarea statement to offer, because we thought 
it would be repetitious, and would follow the pattern of the rest of the 
aircraft industry, and we would rather answer your questions directly 
and give you just what you want to know. 

T have heat in the aircraft business for over 25 years, and more than 
half of that has been spent in small business. I know the problems 
of small business, because I have had them, and we endeavor to feed 
that thinking into our operation. 

When I came to Republic in 1952, I found that Mr. Mundy Peale, 
our president, has been actively supporting a small-business program 
in Republic. 

We had been making reports to governmental agencies since 1951, 
showing what percentage of our procurement went to small business. 
I fell right in line with this, and we have carried it on. 

In fact, one of the things we did promptly after I came there was 
to have on our purchase request form which goes to the buyers an 
area prepared where they have to answer the question on every procure- 
ment we make. I have a copy of one of those requests here. 

This has appeared in certain of the Air Force publications on small- 
business endeavor. 

Question: Should small business be considered—yes or no? 

If yes, was this order given to small business?—and the answer is 
yes or no. 

The reason why the order was not given to small business, if it was 
not, and explain below—prices out of line, refused to quote, cannot 
meet deliveries, or any other reason. 

Through this, we keep constantly before our buyers this desire on 
the part of our Republic to support small-business programs to the 
fullest possible extent. 

Mr. Steep. If you would, we would like to have a copy of that for 
the committee record for reference. 

Mr. Rem. Yes, sir. 
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Mr. Sreep. Could you give us roughly some idea about the percen- 
tage of your production that goes to subcontracts, and what part of 
the subcontracts total goes to what you classify as small business? 

Mr. Ret. Well, we have shown in the records that we submit to the 
Air Force small-business group that about 22 percent of our procure- 
ment goes to small business. 

Mr. Streep. What part of your production is Government business? 

Mr. Rem. All of it, sir. 

Mr. Streep. All? 

Mr. Rem. Yes, sir. 

Mr. Srrep. 100 percent. ~Do you operate a lot of Government- 
owned facilities? 

Mr. Rei. A very small amount in proportion to our whole activity. 
It is a very, very low figure. 

Mr. Metrose. I would like to add to that, if I could. Recently we 
had occasion to testify before the subcommittee in special investiga- 
tions of the Armed Services Committee, and the record there will 
show that all of our real property is either owned or leased from pri- 
vate sources or the Government. We have no rea] property ones by 
the Government which we have on a rent-free basis, and we do have 
approximately $11 million in machine tools at this time, which are 
Government facilities, furnished to us on a similar basis as the Martin 
Co. testified to. 

Mr. Steep. What percent of turnover, or the coming in of new 
small-business firms, would you say your company is showing on its 
records now? 

Mr. Rem. Well, we have been encouraging the discussions and visits 
of new small business. We have about 25 new companies a month who 
come in to see us on procurement. 

We have letters that come in from all over the country. We see 
to it that these letters go through our proper procedure in procurement 
and refer to our representative in the area, so we can visit the plant 
and find out what is going on, what kind of a job they do. 

So, we are having an addition of new suppliers weekly and monthly. 

Mr. Sreep. In view of the impending matter before the Congress 
to consider extension of the Renegotiation Act, do you care to make 
any comment on how you feel about whether the act should be ex- 
tended and whether any concessions or considerations or easing up 
of that extension on small business should be granted ? 

Mr. Rem. Well, I would speak only in the small-business area, and 
not about our own organization. T feel very strongly that the small 
business needs assistance in this field, and that they should be allowed 
to retain profits that they have made on competitive business. 

We do have various items where a small business might be making a 

ercentage profit that is not in line with what we think should be made. 
owever, these are in the minority. Most of our small businesses are 
people who are in competition with other businesses of like nature, and 
the prices, therefore, are right. They are also screened by our own 
estimating people so that we know we are in the right area, and if they 
make 2 profit through efficiency, if they are permitted to keep it, they 
can improve their facilities, and become a better source. 

Mr. Sreep. Of all the subcontracting your company does, what per- 
cent of it would you say is let out on a competitive basis, free competi- 
tive basis? 
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Mr. Rew. We felt very early in this last phase of operation, I would 
say back in the 1953-54 area, that with the competition available at that 
time, we should bring all of our business on a competitive basis. 

That is what we will do. 

Mr. Sreep. Would you say then, that the competitive-bid basis upon 
which you let out work is sufficient to give the effect needed and that 
therefore eliminates a need for renegotiation in those fields? 

Mr. Rew. Except where there are proprietary items, sir, I believe 
that it is. 

Mr. Streep. Could the Renegotiation Act be amended so that the total 
volume of business factor would give the Government the protection it 
needs, or will it have to specify that renegotiation would only apply in 
those fields where proprietary items were involved ? 

Mr. Rem. It would be very difficult to administer, I am sure, to 
determine positively what is a proprietary item. This is something 
that perhaps the prime would have to answer, as to whether or not it 
was truly a proprietary item. 

Mr. Sreep. Are you familiar, then, with any of the problems that 
any of your small-business suppliers have on this renegotiation of 
your work? 

Do you come in contact with any of them, so you have any knowl- 
edge of the handicaps or hardships that work on them? 

Mr. Rem. Well, we have heard from a few, but not very many. 
Most of small business seems to want to work out its problems of that 
nature within its own sphere of activity. We do know that, from our 
discussions, not as a complaint from them, but from our working with 
them, knowing what is going on in their plants, they do not buy equip- 
ment; they do not make expenditures; they do not go into new prod- 
ucts they might be able to supply, because of that money; they must 
set aside for 2 or 3 years, not knowing what portion they will be per- 
mitted to retain when they are renegotiated. It is a very apparent 
problem. 

Mr. Roosevetr. Mr. Reid, I want to first say that in going over the 
list that you provided us of your division between your small and large 
suppliers, that I think you seem to have done an excellent job. We 
found relatively few, in your case, mistakes. There are two which, 
just for the record, I would like to call to your attention. One is the 
Tuttle & Bailey Co., which writes us that: 

Our company should not be classified as a small business, as it employes more 
than 500 pec ple. 

It was listed by you asa small company. It is a division of the Allied Thermal 
Corp., which is also a large company. 

The other is the H. W. Butterworth & Sons Co., which is a wholly 
owned subsidiary of Van Norma Industries, which is quite a large 


group. 

( The letters referred to are on file with the committee for com- 
mittee study and use.) 

Mr. Rem. Yes, sir. 

Mr. Roostvert. And again, I do not think it would qualify as a 
small business. 

Perhaps it might be interesting to point out to the committee that 
you come up with a total of roughly 20 percent, with what seems to 
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us to be a very tight control, and tight application of that; whereas, 
Martin comes up with double that figure at 41 percent with, in our 
opinion, nowhere near as tight control over it. 

Now, whether it is due to the form, I cannot tell, because we have 
not had a chance to look at the form that you use as against the form 
that Mr. Shaw is going to supply us with. 

However, would it not seem to you that for the sake of accurate sta- 
tistics that perhaps we might make uniform all of these forms, so that 
the same yardstick would be applied to everybody, rather than have 
you set up your yardstick, and somebody else a different one? 

Mr. Rem. Are you referring to our method of controlling? 

Mr. Roosrvett. To your questionnaire, yes, your method of control 
to find out whether it is large or small? 

Mr. Rew. We would certainly be glad to work with any committee 
on improving this. It is our desire to do so constantly, and we would 
be very happy to have your suggestions. 

Mr. Metrose. The suggestion that might be made along that line 
is this: It seems difficult for all defense companies to be circularizin 
these companies from time to time. It might be better if the Smal 
Business Administration had a certified list as to what is small busi- 
ness and what is not, and distribute it to us. 

Mr. Roosrvetr. A very good suggestion; a very interesting sugges- 
tion. 

I think you probably already heard the previous testimony on 
progress payment in relation to the small business subcontract. Do 
you find that much of a problem with your subcontractors, and would 
you perhaps advocate some system of progress payments to be made 
available to the small business subcontractors, also ? 

Mr. Rem. We have approached it a little differently. When we 
have a subcontractor, a small-business man who requires assistance, 
we handle it this way: Usually it is because of the material he must 
buy. Very frequently the material is a major portion, at least half, 
perhaps, of the building price of the finished product. We purchase 
the material and we sell it to him, deliver it to him at no profit to 
Republic. But for control purposes we bill it to him at the price 
that we pay for it. Then we recover from him, as his invoices for 
finished parts are sent to us. We take off a certain amount of each 
invoice—this is with his understanding and his agreement—so that he 
has that assistance from Republic in his billing. 

Mr. Steep. To that extent, you automatically made the progress 
payment when you furnished the material under that system. 

Mr. Rem. And it proves to be quite easy to handle and much less 
detail than if we were to have him submit supported invoices by which 
he could get progress payments without direct relationship to de- 
liveries made. 

Mr. Steep. I think the record should show that as confined to the 
cases where the subcontractor indicates he needs that type of assist- 
ance. 

Mr. Metrose. It is not true of all business. Some small business is 
in a financial position to be able to take care of their needs, and in 
those cases we do not volunteer that assistance to them. 

Mr. Steep. In other words, this is not the policy of the company, 
except where it is requested by the supplier; is that right? 
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Mr. Metrose. Where he obviously has a problem and has to have 
some assistance. For example, he may run into the situation where 
he takes an order and has a stretchout in it, and needs the assistance 
at that point. We do cooperate with him under those circumstances. 

Mr. Roosevett. Of course, Mr. Chairman, I would comment at this 
= that I think this undoubtedly is a policy which is of tremendous 

elp to the small-business concerns, but it is subject to certain uses 
which, I am sure, if the policy was not strictly adhered to of doing 
it on a voluntary basis, and became a required thing, it would affect 
competition by your suppliers to a degree where it could be a very 
dangerous challenge to true competition. 

Mr. Metnrosg. As I say, there are situations that do develop where 
a subcontractor finds himself in a position he did not anticipate when 
he took the order. 

For example, take the case of a stretchout, where he has his ma- 
terial. If he is obligated to pay for it all at one time, and his order 
has been stretched out, and he did not contemplate that when he took 
the order, having all that money tied up, why, he needs a little help, 
and we try to give it to him. 

Mr. Roosevett. You think that is better than, perhaps, allowin 
the Government to make you the advance, in order that you could 
make it directly to him? 

Mr. Mexrose. Well, progress payments involve a great deal of ac- 
counting, and contractual problems, and it does not seem to be proper 
to impose that additional burden on a fellow who does not have a great 
deal of managerial talent, anyway. This is a much easier accounting 
way over a short-range period of time, and it is probably a better way. 

Mr. Maness. In that stretchout program, he has already bought the 
material, however ? 1 

Mr. Metrose. No, he has committed himself to buy the material. 
He does not buy all of the material at the outset of the order. He 
has made a commitment to buy the material during the course of 

Mr. Maness. Then you assume the obligation to him from the 
ae! 

Mr. Metrose. No. We pochige have the material on hand, or we 
have placed the order as a long lead item with our suppliers. So, we 
have a commitment with our supplier to furnish it to us. We merely 
instruct them to ship it to the subcontractor, not to us, so it is diverted 
to him. 

But all he has done is to commit himself to buy that material upon 
delivery. Then, if he is faced with a stretchout, he has to then pay 
for the material upon delivery, unless he can work out some better 
arrangement with us, which is what we try to do. 

Mr. Roosevett, Just one more question. 

In nearly every statement that is made about the percentage pro- 
curement which is given to small business, there always crops up the 
phrase that it is “‘X’ percentage of business, which it is feasible for 
small business to do.” I would like your opinion as to the standard 
that you know of that has been set up as to what it is that small 
business can do, 

In other words, are there not some things that perhaps are not given 
to small business today, that small business is not listed as qualified 
for doing, which a really thorough review, plus other factors—if they 





166 AIRCRAFT INDUSTRY 


are financially able to get the financing to do it—would find small 
business qualified to do, although perhaps it is true that as of this 
moment they are not in a position to do it? : 

Mr. Rem. Well, I think we use the same yardstick as the rest of 
the people in the aircraft industry. We look at the facilities; the 
equipment the man has, or he can get; we look at his know-how and 
experience in the field; his record of quality; we look at his financial 
situation, his ability to carry on this business and not become a bur- 
den to himself and to in any way interfere with our completion of 
our contract—these things being equal or these things being proper, 
adding up to a reasonable figure—if he is brought into competition 
with others, either small business, or in some cases large business, on 
this item. 

Then, if he is successful in his bidding, he has the work. 

Mr. Rooseveit. How do you sit down with the Air Force, for in- 
stance, and work out what part of that 80 percent that is not given 
to small business might be made available to small business? 

Mr. Metrose. I would like to answer that. ; 

I handle a great deal of our relationships with the Air Force. We 
at Republic followed the procedure of placing our orders on a basis 
of determination made by the people of Republic. These orders, after 
they are placed, are reviewed by the Air Force contracting officer, 
who is assigned to our plant and his personnel. 

Mr. Roosevett. Could I interrupt you there? 

Mr. Merrose. Yes, sir. 

Mr. Roosevett. He does review the orders that you decide should go 
to small business, but does he go behind that and say to you, “Wh 
did you not include this item as something that ought to go to sisal 
business ?” 

Mr. Metrose. Yes; sir. I think perhaps I can come to that point. 

What I am saying is that we go ahead and make the decision and 
place the order prior to submitting it for the review of the adminis- 
trative contracting officer. Now that does not mean that he is out of 
the picture completely. Under our contract with the Government, the 
purchasing system that we have and the procedures we follow are 
subject to his review and approval, and that approval is subject to 
withdrawal at any time when he feels we are not conforming to them. 

So that, if, subsequent to the placement of orders and his review, 
he determines that we are violating our policies, established policies, 
with respect to the placement of work with small business, his weapon 
or his club against us is the withdrawal of approval of our purchasing 
system. 

Then we have to be much more minute in what we do, and submit 
a great many more things to him for administrative review. 

hat is, in effect, the way the system operates. It is, I think, a 
reasonable system because there has to be a feeling of good faith on 
the part of the Government and the prime contractor in carrying out 
these policies, and we feel that there has to be a finding of bad faith 
and failure to implement the policies before we should be penalized by 
the administrative delay that is involved in the placement of this work, 
assuming we would have to have every individual item reviewed before 
it were ever placed. 
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And that is the way our system has operated since I have been asso- 
ciated with Republic. , 

Mr. Roosevetr. Now to me, of course, it is not a question of good 
faith or bad faith; it is a question of whether it is efficiently operating 
in order to give the maximum amount to small business. 

Wouldn’t it seem reasonable that if a system were set up where, 
prior to the placing of the orders a determination was made that 
instead of 80 percent of this number of contracts, that probably 60 
pereent siseahl be retained by you, and 40 percent put out prior to 
even commencing the contract, so that then you would have at least 
a guide from which you could go, and if it were necessary to adjust 
it somewhat, it could be adjusted ? 

It seems to.me you have locked the door after the horse has been 
stolen. And, as you say, it will be a pretty hardhearted individual 
who would come around and accuse you of bad faith. I certainly 
would not want to do it. I just do not feel that from your description 
of it that it sounds as if it were a system that would guarantee the 
maximum amount to small business. 

Mr. Metxose. I use the words “bad faith” in the sense of not con- 
forming to our obligation and the commitments we have made to 
the Government. 

I think that if we do not conform to them, we are in bad faith and 
should not agree to something unless we are ready to do it. 

Mr. Roosevett. But look at the difference. Now you do 20 percent, 
and they do 41 percent. There alone is a percentage difference that 
to me would justify a very close examination by the Department.of 
Defense as to why the difference is there. I am suggesting, and I am 
certainly going to ask the Department of Defense, if there is that much 
difference, that perhaps is not the basic system wrong that is being 
followed? | 

Mr. Metrose. I would only like to suggest that if there is a problem, 
the solution to it is a review of the orders we have placed over the past 
6 months, the determination of what we did not do that we should have 
done, with the view to an improvement of our procedures. I do not 
think the answer is to review every individual order prior to the time 
it is placed, because that involves an administrative cost, both on the 
Government’s part and the contractor’s part and, secondly, increases 
the lead time that is pretty important in our industry today, anyway. 

Mr. Rooservert. I would quite agree, but I do not see why it is not 
feasible and possible in the overall planning that is done in the initial 
instance to make a rough division and perhaps not go down each indi- 
vidual item in order. 

Mr. Mexrosr. We have, I believe—Mr. Reid, you can amplify—a 
rough idea in our mind as to what is small business. 

Mr. Roosrvetr. I am not asking that you do it in your biased mind; 
I am asking and saying it is part of the responsibility of the Defense 
Department. My trouble is that you do do it today more or less alone 
by yourself, whereas I think the responsibility lies first with thé 
Defense Department to do it in cooperation with you. 

Mr. Mexrose. The determinations that we have made as to what 
should be placed with small business have been reviewed with Air 
Force people at our plant. 

Mr. Roosevett. After the order is placed ? 





168 AIRCRAFT INDUSTRY 


Mr. Metrose. No; prior to the placing of the order. In other words, 
when I take over our purchasing policy and when he approyed our 
purchasing policy, we discussed with him then what we anticipated 
to be small-business procurement, and on the basis of what we told 
him we would do, he approved our policy. 

Now, as I said, if he finds out we are not carrying out what we said 
we would do, his recourse against us is the disapproval of our policy 
for the future. He has that opportunity. 

Mr. Rooseveir. In other words, when you originally set up your 
policy, you divide at least in general items the items that you will 
contract with small business to procure; right ? 

Mr. Metrose. Yes, sir; and we have reviewed them with the Air 
Force people, and they have indicated approval of them. 

Now, if from time to time they feel we are not carrying out our 
obligation, why, they should jump on us at that point. I think that is 
the way to handle it. 

Mr. Rooseveit. How complete is your analysis with them as to, let’s 
say, the 5, 6, 8, or 10 divisions of general items that you feel can be 
handled by small business, and how thorough is their analysis of 
those that you tell them should not be handled by small business? 

Mr. Metrose. Unfortunately, this whole problem cannot be broken 
down into items. You have the other problems that are involved, 
delivery schedules—— 

Mr. Roosrverr. You have to approve something. How do you sub- 
mit it to them? 3 

Mr. Metrose. They have the actual contract that is submitted to 
them for their approval. The actual contract and the complete pro- 
curement file is submitted to them. In the procurement file there is 
shown all the people selected on the bid and—— 

Mr. Rooseve.t. This is after, again. You told me you do this 
before. I want to know what you do before? 

Mr. Mexrose. Prior to that time, it is on the basis of oral discus- 
sions. Then a written policy, which describes in generality the pro- 
curement policy, not only with respect to small business, but with 
everything , Pe gy wat 

Mr. Roosrve.t. How general is it? If it is just generality, it is 
not much use to small business. 14s 

Mr. Mexrosz. As I said, it has to be rather confined to generalities, 
because the ultimate decision always is based on factual—— _ 

Mr. Roosrvett. You mean you write a nice little phrase in it that 
just says, “We are going to give the most we can to small business,” 
and that is the agreement ? 

Mr. Metrose. No, sir. The item that Mr. Reid brought out here 
before, this is a part of our policy. In other words, that considera- 
tion has to be made on every order. 

Mr. Roosevrur. I am talking about before that goes out. — 

You keep going back to after it is gone out. I am talking about 
before it goes out—— 

Mr. Mexrose. Yes, sir. je 

Mr. Roosevett (continuing). Before these decisions are made. 

Mr. Metrose. This is a part of our policy, that before the bids are 
even put out the buyer has to take these factors into consideration. 

That is before the order is even placed. 
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Mr. Roosevetr. But you send those out to people who are submitting 
bids on policies that have already been determined; is that correct ? 

Mr. Metrose. No,sir. Let me goback. I think it was in 1954 that 
the Air Force reviewed our policy and approved it, and this was a spe- 
cific part of what we agreed that we would do with them. 

Mr. Roosevett. To whom do those go? 

Mr. Metrosr. This goes to the buyer to actually determine who is 
going to bid and who is going to receive the order. He gets this docu- 
ment and he is responsible for filling it out. 

Mr. Roosrvett. Who does he send the document to? 

Mr. Me rose. He does not send it to anyone; he takes action on the 
basis of this himself. He makes the determination at that time: Does 
this logically become a small-business item; can I use small-business 
bids on it? After he makes that determination, he submits the job for 
bids, if it is a small-business procurement, to three or more qualified 
small-business firms. 

Mr. Roosevett. So then it is the buyer who decides ? 

Mr. Mexrose. Our buyer; yes, sir. 

Mr. Roosevetr. Your buyers decide whether this should be a small- 
business item or not ¢ 

Mr. Mexrose. Yes. 

Mr. Roosgverr. Now, at what point does the Department of Defense 
review the buyer’s decision ? 

Mr. Metrosr. Not until subsequent to the placement of the order. 

Mr. Roosevett, That is exactly what I am talking about. 

Mr. Chairman, I think that covers the point. 

Mr. Seety-Brown. I would like to pursue the question Mr. Roosevelt 
has raised. 

Approximately 20 percent of your business, as I understand it, goes 
to small business. Is that about right? 

Mr. Metrose. Yes. 

Mr. Rew. Yes. 

Mr. Sreety-Brown. Who determined that 20-percent figure? Is it 
the policy of the company that spencnnets 20 percent should go, 
or is it the fact that when you are all through that is where they end up? 

Mr. Rei. Yes; the way you had it last is correct. The policy is 
that we will endeavor to give small business everything that we can 
give to small business. We want to do this, and we have been doing 
this, and we intend to continue to do it and do it progressively. 

As it has worked out, since we must buy our wings, et cetera, from 
larger business, because small business is not in a position to handle it, 
a great many dollars in this way go to what we call large business. 
But the parts that remain, the machine fittings, the sheet metal pieces, 
and other parts of the airplane, that do not fall into the large-business 
category, should go to small business, unless they are not competitive, 
unless they do not have the particular technique required, in which case 
it may go to large business. 

Mr. Roosevett. Would you yield for a minute? 

Mr. Seety-Brown. Certainly. 

Mr. Roosrveit. That gets back to this point. You just described 
and said there are wings and so forth which obviously must go to large 
business, and you enumerated a number that must go and should go to 
small business. 
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Why is it not possible, in the initial instance, to make a pretty ac- 
curate division of what things shall be in this particular contract al- 
lotted to small business or-large business by general categories or 
items? 

The reason I ask this is that we have been told that at least one of 
the companies on the west coast does it this way, and seems to have a 
perfectly satisfactory system that does not run into any of the objec- 
tions, or administrative difficulties or anything else. However, in 
your system it seems to me that it is more or less hit or miss, and it 
becomes your determination to do it, to decide whether an item shall 
go to big business or smal] business, without any review by the Defense 
Department until after the act has been accomplished. 

Mr. Retp. Well, we have felt that by giving personal attention to 
every single procurement in deciding on every procurement, whether it 
should go to small business or large business, we do a much better job 
than anyone who sits back, 6 months in advance, and says this thing 
does not belong with small business, it goes to big business. We do not 
think that is good. We like to go right down to the reots and handle 
each item. 

Mr. Steep. Let me see if I understand what you said here. You get 
a contract from the Government to build an aircraft. Then you set out 
your schedule to produce the item, including the stuff you have to 
buy outside your plant. You have different buyers who specialize in 
different items that you are going to acquire, like for instance, one man 
would be in charge of wings, another man in charge of instruments, 
or something of that sort. 

Now, after you have your work schedule and your procurement 
schedule set up for the completed item, and you have turned over to 
every one of these individual buyers his job of procuring materials, 
or whatever it is that he is assigned to for this completed item, then 
before he makes any deal for any of it, he either has‘to buy it from 
small business, or show in your order form why he did not buy from 
small business. 

Is that the way it works? 

Mr. Rep. Yes, sir; and we think the pressure on him constantly 
keeps before him the idea that we want to use small business. 

Mr. Steep. In other words, the man who, buys the wings or engine 
or paper clips, it is all the same, he either bought it from small busi- 
ness, or had to show on the form why he did not buy it from small 
business ? 

Mr. Rem. Yes; in our theory he really has to explain why he did 
not buy from small business. He has to put down that this was not 
within the scope of the operation of those people, whom we might 
consider as wing builders. 

Mr. Streep. Then after these orders are issued by these several 
buyers, the Defense Department reviews them, and if they run on to 
some items that they think the justifications are not sufficient, they 
come to you and say, “You are not giving enough business to small 
business,” or “Your excuses here are not valid,” or something of that 
sort? 

Mr. Ret. They would be in a position to do so; yes, sir. 

Mr. Sreep. I did not know whether I had gotten the picture of what 
you were talking about or not. 
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Mr. Rem. I think you have. 
Mr. Srety-Brown. Do I understand that what you have said, sir, 
is that should a directive come down, either from the Department of 
Defense or from Congress, that X percent of either your dollar of 
business, or X percent of your items must go to small business, and 
that this would not be, in fact, a practical solution ? 

Mr. Rew. Without a percentage figure, I would not hazard a guess. 

Mr. Seery-Brown. You basically said 20 percent. What if Con- 
gress said 30 percent of your work has to go to small business, would 
you just find yourself tied in a knot ? 

Mr. Rew. It certainly would interfere with our doing our job to 
build the airplane properly and at the best price we could build it for. 
That is my feeling. 

Mr. Srety-Brown. That is what I wanted to get. In other words, 
a hard and fixed percentage, where you set it up on a dollar basis, or 
item basis, would be difficult to establish, and an overall national 
policy, in your particular area, that would be efficient all around? 

Mr. Rew. That is true, because each of us operate in a different 
fashion in the way we build our airplane. 

Mr. Sreep. Could it be, in two different models of aircraft, that 


subcontracting would be much higher in one than another by the 
nature of the machine itself? 


Mr. Rew. Yes, sir; very much so. 

Mr. Metrose. By the stage of production of the machine. As you 
build more and more airplanes, you subcontract greater percentages 
as the airplanes come up in volume than you do in the initial stages. 

Mr. Roosrveitr. How many instances or times has the Defense De- 
partment or the Air Force actually said to you that you have made a 
mistake in not assigning this to small business ? 

Mr. Rei. We have had some informal discussions with the con- 
traeting officer, but there has been no formal complaint. 

Mr. Soman No formal complaint? 

Mr. Rew. That is right. 

Mr. Roosevett. Do you know of any instance where there has been 
a meeting or an overall review of your contracts or subcontracts so 
that a responsible summary has been made that either approved or 
disapproved of your allocation to small or big business ? 

Mr. Reip. I do not know that it has that way. We have no dis- 
approval or no complaint regarding our operation, or my operation 
as a small business laison officer. I have received no such complamt. 

Mr. Roosrver'r. Any time since you have been with the company, 
have you found that there were items that the company was making, 
or handled within your own plant that you were able to hand out 
to small business, to subcontract ? 

Mr. Rem. I do not think I quite understand what you mean. 

Mr. Roosevetr. Suppose you were producing a certain nut or bolt 
in your plant. Have there been instances where you have decided 
that that item could be subcontracted just as well to small business, 
so you have stopped doing it in your plant, and given it to a sub- 
contractor ? 

Mr. Rew. We have done that, but I would not be able to say that 
we did, because it was small business. We did it because in the 
operation of our plant it called for putting it outside. We put it 
outside, and we gave it to small business if we could. 

83346—56——12 
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Mr. Sreety-Brown. It was economically wise for you to have some- 
body else do it, rather than take the time to do it yourself? 

Mr. Rei. That, and a number of other factors. 

Mr. Rooseve.t, Let me put it the other way. Have you ever, be- 
cause you had capacity available, taken business away from a small 
contractor, and decided to do it yourself, in order to keep your own 
employment, and own business up ? 

Mr. Rei. I would not dare, sir, because the Air Force would then 
move on me. I am telling you, I know that. I have been told not to 
even think about it, and we do not. 

We have been warned beforehand not to do that. 

Mr. Roosevetr. And you have never, to your knowledge, either 
competed with other companies, or for other companies along the 
same line? 

In other words, there was some indication that, for instance, Boeing 
had let contracts to one of the southern California companies in order 
to keep work going at Boeing. If they had been given contracts that 
normally went to small business in southern California area, but went 
to Boeing in order to help them keep employment up in that area—— 

Mr. Rew. I do not think that fits our situation at all. 

Mr. Roosrve.t. That is all. 

Mr. Mangss. I would like to go back to the progress of payments. 

Are there any research and development contracts that Republic 
has upon which they receive progress payments ? 

Mr. Mexrose. The majority of research and development work is 
handled on a cost-plus contract basis. 

Mr. Maness. But there are no research and development contracts 
presently with Republic? 

Mr. Metrosg. Not on a fixed-price basis. 

Mr. Maness. That is all. 

Mr. Steep. Mr. Reid and Mr. Melrose, we want to thank both of 
you gentlemen for coming here today and helping us. 

The committee wants to apologize to our visitors here today and our 
witnesses.for the inadequate room we have had. 

We thought, when we set these hearings up, we had picked a time 
when there would be better facilities available, but we seem to have 
run into one of these weeks when all sorts of things are going on. 

Tomorrow, at 10 o’clock, we will reconvene in room 356 in this build- 
ing, which is the Veterans Affairs Committee room. It is on the north 
hall on the third floor of this building, and I think we will have a much 
better room. 

Since we are going to have a very busy time on the floor this after- 
noon, I do not believe it would be wise for us to try to have any after- 
noon session. 

We will adjourn until 10 o’clock in the morning. 

(Whereupon, at 12:05 p. m., the subcommittee recessed, to recon- 
vene at 10 a. m., Thursday, June 28, 1956.) 
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THURSDAY, JUNE 28, 1956 


House oF REPRESENTATIVES, 
Suscommittee No. 4 on THE AtrcraFt INDUSTRY 
OF THE SELECT COMMITTEE ON SMALL BusINess, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 05 a. m., in room 356, 
Tlouse Office Building, Washington, D. C., Hon. Tom Steed (chairman 
of the subcommittee) presiding. 

Present: Representatives Steed, Roosevelt, and Seely-Brown. 

Also present: Irving Maness, subcommittee counsel; Katherine C. 
Blackburn, Clarence D. Everett, staff members ; and Victor P. Dalmas, 
adviser to minority members. 

Mr. Steep. The committee will be in order. 


Our first witnesses will be drawn from the Department of the Air 
Force. 


Colonel Armbrust, do you want to gather around here and all appear 
together ? 


ieutenant Colonel Armprust. All right, sir. 


FURTHER TESTIMONY OF LT. COL. CARL ARMBRUST, INDUSTRIAL 
RESOURCES DIVISION, DIRECTORATE OF PROCUREMENT AND 
PRODUCTION, USAF HEADQUARTERS, AIR MATERIEL COMMAND, 
WRIGHT-PATTERSON AIR FORCE BASE, OHIO; MAURICE L. 
JOHNSON, ACTING CHIEF, OFFICE OF SMALL BUSINESS, HEAD- 
QUARTERS, USAF, AND EXECUTIVE FOR SMALL BUSINESS, 
HEADQUARTERS MATERIEL COMMAND, WRIGHT-PATTERSON 
AIR FORCE BASE, OHIO; COL. LEE FULTON, DIRECTOR OF PRO- 
CUREMENT, AIR RESEARCH AND DEVELOPMENT COMMAND, 
BALTIMORE, MD.; LT. COL. CARRELL T. MURRELL, PLANT REPRE- 
SENTATIVE, REPUBLIC AVIATION; MAJ. ALLEN WARFIELD, JR., 
PLANT REPRESENTATIVE, GLENN L. MARTIN CO.; AND EDWARD 
J. McMURRAY, PROCUREMENT POLICY DIVISION, DIRECTOR OF 
PROCUREMENT PRODUCTION, DCS/M 


Lieutenant Colonel Armerust. If you will recall, we presented some 
testimony in California, specifically a presentation or two, and were 
accompanied by General Jones who acted as a witness for the commit- 
fee. I have with me today the same presentations that I made in Cali- 
fornia, if you would care to see it for the benefit of the members who 
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were not present at that time. However, if not, why we are prepared 
to answer any questions that the committee may wish to inquire about. 

Mr. Sreep. It will not be necessary to go through the repetition of 
that, but since Congressman Seely-Brown was not with us, it may be 
that he would like to have copies of what you presented in California. 

Lieutenant Colonel Armprust. All right, sir. We have extra copies 
available of the presentation in photostatic form. 

Mr. Streep. Due to the fact that we covered the situation rather 
thoroughly as it appears in the California area, I was interested in 
knowing if, because of a longer history of industrialization on the 
eastern seaboard, you find the situation we have been discussing some- 
what different in one area in the country than in the other ¢ 

Lieutenant Colonal Armprust. No, sir. Actually, we have not been 
in a position to make an analysis of that type; at least, we have never 
made an analysis of that type. However, I think that.we can say, gen- 
erally speaking, that the same situation prevails more or less without 
regard to geographical location of the companies within the industry. 

Mr. Sreep. Well, I have been getting the feeling as we go along 
that a larger percent of the suppliers in the Eastern States are not 
exclusively in aircraft work as much as we found in California. In 
other words, we have more companies, small-business firms, that are 
supplying to military procurement..and to the civilian economy, 
whereas it seemed to me in California we found many suppliers who 
were almost solely working in the military aircraft procurement field. 
Also, we had found evidence of what we felt was perhaps more effec- 
tive subcontracting programs in some of the eastern cases. 

I was wondering if that had anything to do with it, that the indus- 
trial background of your small-business community in the eastern 
seaboard had made it easier.to handle the problem here than in those 
areas that boomed up during the war and were more or less exclu- 
sively interested in military aircraft fields ? 

Lieutenant Colonel Armprust. Well, this, of course, is entirely pos- 
sible. However, I feel that as far as the Aim Force vis concerned, all 
prime contractors are treated exactly alike with respect to their sub- 
contracting structures, 

The policies that we have set forth with respect to subcontracting 
and maintaining the industrial base of the country by engendering 
this subcontracting spirit among the contractors, prevails with respect 
to every prime contractor on an equal basis.. In other words, we try 
to—I do not like to use the word enforee—install our policies into com- 
panies such as Republic or Martin, the two companies that you were 
discussing etter equally as much as in the companies such as 
North American, Douglas, and so on. 

Mr. Sreep. The inquiries we were making yesterday, and. also in 
California relative to the methods used by the prime contractors in de- 
termining who was small business, has the Air Force gone into that 
field? Do you make any determinations or do you accept the reports 
of these several companies when they give you their breakdown in what 
they are doing in the subcontracting field, and also what they claim. 
they are doing and giving work to small business ? 

Lieutenant Colonel Armerust. Well, Mr. Johnson, if you ‘will recall, | 
testified in California also and he is our specialist and I believe he can. 
answer that question. 
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Mr. Jounson. Mr. Chairman, we accept those reports as bemg 
reliable. However, I think that you will recognize that there is room 
for error. One of our large aircraft prime contractors that I know of 
has over 12,000 firms listed in their source system that they are actu- 
ally doing business with, and it is a little difficult to keep those records 
accurate and up to date, so there will. be no mistake whatsoever. We 
have the same difficulty with our own source system in the Air Force. 
We believe that we get fairly accurate information from potential 
suppliers when they lst themselves as sources with us. However, 
conditions change. 

For example, I have discovered within the last, I would say, 6 or 
8 months, probably 30 to 40 firms who have registered with us as 
small-business concerns, but who have become affiliated since their 
registration with large concerns. Now, it is not always possible for 
us to keep those accurately up to date. 

Mr. Srrep. As to this problem, would it help the situation any if 
there were some Government agency or some uniform system of deter- 
mining the definition or listing these firms in one category or the 
other? Would that improve the situation any throughout the in- 
dustry ¢ 

Mr. Jounson. I have been trying to find some sort of a system 
to become informed if those changes take place. Abcut 2 weeks ago 
I asked our Financial Branch, Headquarters, AMC—<Air Materiel 
Command—if they had any source of information that could keep 
us up to date on the status of these firms that were listed in our source 
system. So far, they have not found anything that would be avail- 
able to us. 

Mr. Streep. Well, let’s assume, for instance, that the Small Busi- 
ness Administration or some agency of that nature were to classify 
all of these firms in a central filing system that would be available 
to all the prime contractors, as well as to the Government agencies 
dealing with them. Do you think that would involve work that 
would cost more than it is worth? 

Mr. Jounson. I think that would be of great assistance to us. I do 
not know what administrative problem it might present for the SBA. 

Mr. Sreep. A number of prime contractors have told us of the 
different metheds and ways they have used trying to determine it. 
Apparently, it has presented a problem to all of them. 

I do not know whether the combined cost and effort put into it by 
these different companies, as well as the agencies, together, would 
represent a cost or manpower figure greater than to have it done by a 
central Government agency. 

Mr. Jonnson. I question, sir, that it would be worth the cost. We 
have, for example, about 2,000 or 2,100 firms registered at our pur- 
chasing office at Wright-Patterson Air Force Base, Air Materiel 
Command. 

I would venture to say there are probably not more than 50 to 75 
-of them that are not accurately listed, and it is not such a difficult 
problem because when they do submit a bid or proposal, we do get 
up-to-date information because they must tell us, with that bid or 
roposal, whether or not they have more or less than 500 employees, 
including their affiliates. Therefore; we have an opportunity to check 
that list when they do submit a bid. 
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Mr. Sreep. Has there been any marked change in the number and 
the dollar total of direct contracts that you have been able to give to 
small business ? 

Mr. Jounson. I believe, sir, that I have some figures here that may 
interest you on that. 

In the calendar year 1954 we awarded $580 million in prime con- 
tracts to small-business concerns. In the calendar year 1955 we 
awarded $562,316,000—very little difference. 

The total Air Force procurement is considerably less than it was 
several years ago, but the potential for small business and the actual 
awards to small business have not decreased proportionately. 

Mr. Strep. Now, can you break those figures down as to what con- 
stitutes purchases of products to be manufactured, or just vendor items 
off the shelf? 

Mr. Jonnson. No, sir; I do not have that breakdown. 

Mr. Strep. Do you have any questions, Mr. Seely-Brown ? 

Mr. Srety-Brown. Yes, I have. Colonel, I am sorry if some of the 
questions are repetitious. 

Lieutenant Colonel Armerust. That is quite all right. 

Mr. Seety-Brown. But I am anxious to get for the record and my 
own understanding certain things that I want to make sure I am 
clear on. 

No. 1, what policies or procedures does the Air Force have to assure 
that the subcontracting clause in the prime contract is complied with 
or enforced ¢ 

Lieutenant Colonel Armprust. Well, we have a procedure estab- 
lished which prohibits the release of a contract until a subcontract 
structure has been reviewed and evaluated and agreed upon. 

Now, if you are referring to the subsequent 

Mr. Srety-Brown. Contracts of a million dollars or over. You have 
a directive that is 4100.20. 

Lieutenant Colonel Armprust. Now, this is a small-business clause 
you are referring to, not the subcontracting clause per se? 

Mr. Seety-Brown. Yes. 

Mr. Jonnson. The responsibility for carrying out that program is 
not a contractual matter, it is a matter of agreement during the nego- 
tiations between the contracting officer and the negotiating officials of 
the contractor. The agreement involved the putting into effect of 
eight specific points. 

Would you care to have me read them for you? 

Mr. Srety-Brown. Yes, sir. 

Mr. Jounson. The first one is that the company agrees to designate 
an executive of the company or its plant, if they are on a plant basis 
rather than a company basis, as a small-business liaison officer who 
will have the responsibility for seeing that the program in connection 
with small business subcontracting is carried out. He also has the 
responsibility of acting as the liaison officer with Air Force small- 
business specialists and representatives of the Small Businéss 
Administration. 

The second point is that they agree to publish within their organiza- 
tion the program; that is, the policies and procedures to be followed 
by purchasing people in carrying out the program. 
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That reminds me, sir, that I have a copy here of a letter of instruc- 
tions issued by Walter Bain, vice president and general manager of 
the Republic Aircraft Corp., when they established this program. 
With your permission, I would like to submit that for the record. 

(The document referred to is as follows :) 


INTEROFFICE CORRESPONDENCE 






REPUBLIC AVIATION CorP., 
Farmingdale, N. Y., June 14, 1955. 
From: Walter G. Bain. 

This company has always recognized the contribution that relatively small 
and independently owned industrial enterprises as subeontractors, suppliers, and 
vendors, make to our production on defense contracts and subcontracts. We 
have further recognized our responsibility to the Department of Defense for 
carrying out its policies and those of the Congress requiring that small-business 
concerns are afforded an equitable opportunity to compete for defense business 
within their capabilities. 

The Department of Defense has now furnished all large prime contractors 
with a blueprint of what is to be called a defense subcontracting small-business 
program and this company has subscribed to it. Most, if not all, of its provi- 
sions have long been in effect in this plant as part of our normal business opera- 
tions, but this offers a means of further emphasizing this company’s policy 
on a matter of considerable concern to the country: 

The procurement department will continue to maintain its records in 
such manner as to show on its source .ists which of the prospective sources 
meet the Department of Defense definition of a small-business concern: “A 
small-business concern is one which, including its affiliates, employs, in the 
aggregate, fewer than 500 persons.” The records of purchase orders and 
subcontracts placed will also differentiate between those placed with small- 
business concerns meeting that definition, and other than small-business 
concerns. 

The procurement department will continue to make certain that its pro- 
cedures with respect to solicitations, time for the preparation of bids, 
quantities, specifications, and delivery schedules for items and services 
small-business concerns are capable of producing and performing are such 
as will invite and enable participation by small concerns and that all proper 
consideration is given their quotations. 

The procurement department will utilize such information related to 
potential small-business sources as may be furnished by the appropriate 
offices of the Department of Defense and of the Small Business Admin- 
istration. 

The procurement department hereafter will place in all subcontracts for 
parts or assemblies made to our drawings, the same small business sub- 
contracting clauses that appear in this company’s contracts on defense 
work. 

We will further request the major subcontractors, referred to in above 
paragraph, to themselves establish and conduct a defense subcontracting 
small-business program such as we have agreed to conduct. 

The director of material, Mr. C. E. Reid, will serve as small-business liaison 
officer for this company. He will be our contact man with our major subcon- 
tractors, with the military departments, and with officials of the Small Business 
Administration on matters related to the small-business program of this company. 
He will assure that we faithfully carry out the small business subcontracting 
clauses that anpear in our contracts for defense work and will make certain that 
the defense subcontracting small-business program of this company is an effective 
one. He will further take the necessary steps to supply the military departments 
with such information on our purchases from small business that may be authori- 
tatively called for. 

I solicit the active assistance of all employees of this company to help 
maintain a record of which we can be proud, as positive evidence of our 
cooperation with the Government in carrying out its small-business policy. 


WALTER G. BAIN, 
Vice President and General Manager. 
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They have contacted, 


ontractors, as to, whether they are large or small busi- 


nesses, rather than wait until they actually are awar 


They have carried that out very well. 
most. of them. have contacted, all of their potential suppliers and 


gotten their record straight. 
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The fifth point is that they agree to place with their major sub- 
contractors the same clause that appears in their contracts with the 
Air Force, which points out the Air Force policy in connection with 
small business. You are familiar with that clause, I believe. 

The sixth point is that they agree to request their major subcon- 
tractors to establish the same program within their own organiza- 
tions. That has been done. However, I might say that in many 
cases the major subcontractors are also prime contractors and have 
agreed to the program prior to being urged by their primes to do it. 

They agree also to utilize information that may be furnished to 
them with regard to capacity and qualifications among small business 
concerns by Air Force or by the Small Business Administration. 

And, they have agreed to submit reports as required. 

When we were in California, I believe the Bureau of the Budget 
had just approved a few days before that hearing the report form 
that we will use.2. It is now in the process of being distributed to 
these contractors. 

Those are the eight points that we consider to be a minimum to 
establish what we consider an adequate subcontracting small-busi- 
ness program. 

Mr. Seety-Brown. Can you tell me, sir, does the Air Force review 
all purchase orders which are placed by prime contractors? 

Mr. Jounson. No, sir. In most cases they approve the contractors’ 
purchasing system after reviewing their method of handling pur- 
chases. That relieves the contractor of having to submit each in- 
dividual purchase order to the plant representative or the adminis- 
trative contracting officer for approval. 

Incidentally, this program that they agree to adopt in connection 
with small business subcontracting is considered to be a part of their 
purchasing system. It is subject to review by the administrative 
contracting officer. 

We have provided that the Air Force small-business specialist will 
review the small business subcontracting program that they establish, 
and he will report his findings to the administrative contracting 
officer on what we call a checklist, which I have furnished to your 
committee. That is to become a part of the administrative con- 
tracting officer’s material for reviewing the contractor’s purchasing 
system. 

' Mr. Srrty-Brown. Are you able to check that enough from the 
course of a year’s operation so that you have a pretty good cross sec- 
tion as to whether or not the program is working? Are you able to 
review enough of these so you have a pretty clear picture as to what 
is really happening; in other words, whether they are really carry- 
ing out what they say they will? 

Mr. Jonnson. I believe that we should have fairly complete reports 
on the 220 Air Force contractors that have established this system, 
this program rather, before the end of this year. It should give us 
a clear picture. 

Mr. Srery-Brown. And I have another question. To what extent 
has the weapons system concept reduced the amount of Government 
furnished equipment supplied to the prime contractors ? 

Lieutenant Colonel Armprust. Well, I do not know that you can 
say that the weapons system concept, as such, has actually reduced 


21 Report referred to appears on pp. 221-226. 
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the amount of Government-furnished facilities that have been sup- 
plied to the contractors. I really do not believe the weapons system 
concept, as such, was established or that that part of the contracting 
has really anything to do with furnishing of Government facilities 
as such. 

Mr, Jounson. Pardon me, sir. Didn’t you say Government fur- 
nished equipment rather than facilities? 

Mr. Seety-Brown. Yes, sir. I am talking about the Government- 
furnished equipment. 

Lieutenant Colonel Armprust. Oh, GF AE, Government furnished 
aeronautical equipment. I do not believe I can answer that question, 
as to what extent it has affected the furnishing of GFAE equipment. 

Mr. Sre.ty-Brown. I wonder if it would be possible to check a little 
further into that and send the report to the committee—whether that 
weapons system concept has or has not reduced the amount of Govern- 
pa a gg equipment. I am not talking about the big 

acility 

Mr. Jounson. The list of categories that are to remain Govern- 
ment-furnished equipment appear in Air Force Regulation 70-9, and 
to me it appears to be practically the same equipment that was Gov- 
ernment-furnished, at least, prior to the establishing of the name 
“Weapotis System.” 

We will send you a copy of that. 

(Copy is as follows :) 





AFR 70-9 
1-3 
AIR FORCE nr reenereee DEPARTMENT OF THE AIR FORCE 
No. 70-9 WASHINGTON, 12 NOVEMBER 1958 
PROCUREMENT AND CONTRACTING 
Weapons System and Supporting System Procurement 

Paragraph 
OEE INR cartels are pind ttcnn ends bhein eth ttneapipeasneines eddie lien-theslinnamepeteaneas—anente distin 1 
Weta te a eh i bk i, cee i db diitblececlimitdbbdbnwudientinodadwate 2 
DOG, 6.5 sisi Bh i hid so Sh aii dtd teeta ibaa D—bEeSon 3 
IRE CRI nertecnrrk corners} aeeenarptegehh= strata ees ere dierrntinainn 4 
iti hiseriaetntittneten a: eer guanenabedectee ds naitaadnaianndiemrntatn taper cataaapapemmmbanmmm 5 


1. Purpose and Scope: 


a. This Regulation establishes policy and procedure for the procurement of 
development and production of those portions of Weapon Systems and Supporting 
Systems which are the responsibilities of Air Materiel Command and Air Research 
and Development Command, as outlined in attachment. The provisions herein 
apply to Air Materiel Command and Air Research and Development Command. 
(This Regulation does not apply to study, research, and redevelopment not 
specifically identified with a Weapon System or Supporting System.) 


2. Definitions: 


a. Weapon System—aAn instrument of combat such as an air vehicle together 
with all related equipment both airborne and ground based, the skills necessary 
to operate the equipment, and the supporting facilities and services required to 
enable the instrument of combat to be a single unit of striking power in its 
operational environment. 

2. Supporting Systems—A system composed of techniques, skills, and equip- 
ment, the composite of which is not an instrument of combat but which is in 
support of an operational role or mission. Examples are: weather, air-sea 
rescue, logistics, intelligence, and training systems. 


NOTD.—Throughout the remainder of this Regulation, the term “Supporting System” 
may be substituted for the term “Weapon System.” 
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c. Major Subsystem—Major functional part of a Weapon System which is 
essential to operational completeness. Examples are: airframe, propulsion, 
armament, navigation, and communication. 

d. Government-Furnished Property (GFP)—Property in the possession of, or 
acquired directly by the Government, and delivered or otherwise made available 
to the contractor. 

e. Government-Furnished Aircraft Equipment (GFAE)—That portion of Gov- 
ernment-furnished property which under the terms of an Air Force air vehicle 
contract is procured and furnished by the Air Force directly to the air vehicle 
contractors for inclusion in air vehicles. 

f. Contractor-Furnished Property (CF P)—That property other than Govern- 
ment property used by the contractor in the performance of a contract. 

g. Contrcctor-Furnished Aircraft Equipment (CPAE)—That portion of con- 
tractor-furnished property which is included in the air vehicle by the air vehicle 
contractor. 

h. Issue Items—Air Force items which are essential to Weapon Systems but 
which may be furnished to an Air Force agency for installation in, use with, 
or the support of the air vehicle. Examples are: Stowed life rafts, sextants, drift 
meters, fuel trucks, crash trucks, first aid kits, personnel parachutes, oxygen 
masks, aircrew clothing. 

i. Weapon System Development—Engineering studies, design, and development 
necessary for the integration of Major Subsystems, component equipment, sup- 
port equipment, and applicable Issue Items, so the composite fit and operate 
together in a compatible manner as required for an effective Weapon System. 

j. Prime Contractor—A contractor having a direct contract with the Air 
Force. 

k. Weapon System Contractor—A Prime Contractor to the Air Force for de: 
tailed Weapon System Development (as defined in paragraph 2i), including neces- 
sary planning and scheduling under the supervision and final authority of the 
Air Force. 

1. Associate Contractor—A Prime Contractor to the Air Force for the de- 
velopment or production of items or equipment meeting specifications prepared 
by another contractor and as approved by the Air Force. 

3. Policy. The following Air Force policies are stated for the guidance of alt 
agencies and organizations: 

a. Owing to the increased technical complexity of present day aircraft and 
equipment; the increasing necessity of obtaining compatibility and integration 
of the various equipments within a Weapon System; and the ever present neces- 
sity for expeditious, orderly, and economic conversion from the development 
phase to the production phase, the normal practice for the Air Force will be to 
accomplish Weapon System Development through Weapon System Contractors, 

b. Since the advantages and disadvantages of utilizing different methods of 
procuring development and production vary with the type of equipment, Major 
Subsystems and components considered, the normal practice for the Air Force 
will be to procure the development and production of a Weapons System as 
shown in attachment. 


e. Sufficient control will be established and maintained by the Air Force to 
insure that: 
(1) A vigorous and healthy equipment industry will be maintained. 
(2) A proper industrial base in the equipment industry is maintained to 
provide for rapid production expansion in the event of mobilization. 
(3) Only reasonable profits and costs.are allowed. 
(4) Government recognized standards are used to the maximum practi- 
cable extent. 

d. Owing to the long development time which must precede Weapon System 
production, a continuing program of Research and Development will be main- 
tained by the Air Force, independently of Weapon System Development, in order 
to insure orderly, balanced, and continuing: progress in studies, research and 
Major Subsystem, component equipment, and Issue Item development. 

4. Responsibilities: 

a. Air Materiel Command will procure Weapon System Development and will 
select contractors for production. t 

b. Air Research and Development.Command will maintain close surveillance 
of all engineering aspects of Weapon System Development. 
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¢c. Air Materiel Command will maintain close surveillance of procurability, 
producibility, maintainability, and other logistic factors during the progress of 
Weapon System Development and during production. 

5. Procedures: 

a. The Air Materiel Command and the Air Research and Development Com- 
mand will procure development and production of Weapon Systems as described 
herein. Deviation from this procurement procedure can be made if AMC and 
ARDC jointly determine that a govd and sufficient reason exists for such devia- 
tion, after conducting a review of the specific conditions in the particular case, 
such as: unique technical aspects of the system, the time schedule involved, the 
status of Air Force developments, and the capacity and capability of the particu- 
lar contractors being considered. 

b. Air Research and Development Command will monitor development of 
Major Subsystems, insuring that development of their internal parts is avoided 
when GFAE or standard Air Force equipment is available, or under development, 
and will be satisfactory for use without compromising effectiveness of the 
Weapon System. 

ce, Air Research and Development Command will approve the design, qualifica- 
tion test, and installation data for all items. 

d. Air Materiel Command will include provisions in contracts with Weapon 
System Contractors providing for Air Force approval of equipment developments 
and production which are accomplished directly by the Weapon System Con- 
tractor under the procedure of category I of attachment. In contracts for the 
development and production of Weapon Systems, provisions will also be included 
for Air Force approval of subcontracts for equipment procured by the procedure 
of category I of attachment. In the above-cited approvals, consideration will 
be given, but not be limited, to: 


(Primary 

Responsibility) 
(1)° Seleetion of ‘equipment ARDC 
(2) Selection or approval of specification__._._._.___-____-________ ARDC 
(3) Standardization of equipment______--___________________ ARDC 


(4) Qualification testing of all items prior to production 











Neen ne enn nn ee anne eee ee ae 
(8) Patents and license rights for equipment 


e. For each weapon system, Air Research and Development Command will 
establish and maintain, so far as practicable, a list of all equipments in the 
different categories shown in attachment. At the time the budget is prepared, 
Air Research and Development Command will furnish to Air Materiel Command 
euch lists for all Weapon Systems in the given fiscal year program. Also, 
ARDC will inform AMC of all changes to such lists. 






By Orper OF THE SECRETARY OF THE AIR FORCE: 


N. F. TWINING 
Chief of Staff, United States Air Force 













()EFICIAL : 
K. E. THIEBAUD 
Colonel, USAF 
Air Adjutant General 


J. Attachment: Procurement of Development and Production of Weapon 
Systems 


UWISTRIBUTION: C; X: Air Procurement Districts, 15 copies 
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PROCUREMENT OF DEVELOPMENT AND PRODUCTION OF. WEAPON 
SYSTEMS 


The normal practice for the Air Force will be to procure development and 
production of items of equipment of a Weapon System or Supporting System 
as shown below. Procurement of development of items listed in category 1 
may be accomplished in accordance with category 2, 3, or 4; and those in cate- 
gory 2, in accordance with categery 3 or 4 as desired by Air Research and 
Development Command. Procurement of production of items listed in category 
1 may be accomplished in accordance with category 2, 3, or 4; and those in 
category 2, in accordance with category 3 or 4, as desired by Air Materiel 
Command. 

Category 1—By contract between the Weapon System Contractor and the 

, Air Force. 

Category 2—During development: by contract between equipment manufactur- 
ers and the Air Force, utilizing performance-type specifications 
prepared by the Weapon System Contractor and approved by 
ARDC. 

During production: by contract between equipment manufactur- 
ers and the Air Force, utilizing detailed design specifications 
resulting from development. 

Throughout the development and production stages, existing de- 
velopments, standardized components, or standardized major 
subsystems will be utilized to the maximum practicable extent. 

Equipment in this category then will be forwarded to the Weapon 
System Contractor for inclusion in his Weapon System or will 
be issued in Air Force activities. 

Category 3—By contract between the equipment manufacturers and the Air 
Force, utilizing specifications approved by the Air Force. This 
equipment then will be furnished to, the Weapon System Con- 
tractor for inclusion in his Weapon System. 

Category 4—By contract between the equipment manufacturer and the Air 
Force, utilizing specifications approved by the Air Force. This 
equipment then will be issued to Air Force activities. 





Categories 
Weapon System. 
Items of Equipment. 


Equipment not hepeneeny listed elsewhere in this 
attachment. . aiak 

Airframe _- Foote bun Jkroe et 

Landing Gear Struts. - i 

Wheels, Brakes, Tires, Tubes. 

Actuators, Hydraulic_. 

Pumps and Valves. : 

Extinguishers, Fire, Integr al 

Mountings & Rack Assy (uns tabilized)_ 

Oxygen Equipment (Breathing Oxygen) - 

Tanks, Fuel, External_. 

Radomes - 

Domes, Navigation_- ooh 3 

Electric al Equipment, -Minor__.-- Jaa is 

Electrical Power Supply Equipment, Major... Se 

Starters, Electrical _- 

Starters, Non- Electrical. - 

Propulsion Systems... 

JATO Units ___-. 

Drives, Constant Speed _. - agai Gili adhalaal 

Guidance Systern (Airborne) _- os 

Guidance System (Ground). -.----... 

Flight Control System. -. 

Flight Control Systems (w hen no? an integral part | 
of Bombing and Navigational or Fire Control 
oi kad es Andsnes 


ae 








| PADD 
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Categories 





Weapon System__---- 





Items of Equipment... J. ....--...-.--.--5...~:- 








Bombing and/or Navigational Systems (including 
Flight Control Systems when an integral part | 


























| 

thereof) 4 ses peti d<pks i Nedaspal-eses xX pba REGO) Beth Sd ol). eee 
Fire Control System (including Flight Control | 

Systems when an integral part thereof) -----.------|- RULE Se ig... i B einsttlee.s- 
Mountings, Stabilized __- w+-+|--2---|---=- Bik Be deewe--[ise | ane 
Camera Control Systems (exeluding cameras) . weknngtee anal eT ai 
Cameras. Primary Mission ah Gs. g-4-s2+]+--<~- lo kb Se ihn 5b lho decode ts oh PT) 
Cameras other than Primary Mission__.....-..----- loge ~ one lona>d-alande=t iene ser tonaiie x x 
Instruments Navigation, Flight & Engine... __-- FARO en EY PR : 
Radio & Radar Identification Equipment- . bape e sited i x, xX 
Radio and Radar Navigation Equipment (when | | 

not an integral part of a Bombing System)__-__--.-.|----- 15a) S 1 co chdnk ie | Bark 
Radio & Radar Auxiliary & Tie-in Equipment__- te ied aialicie xX xX 
Radio Communications Equipment__-_......--.-.---- Risk lo FSS hasde xX eel 
Inteyphene Baninment..... .. -Lncereheperrrntsa> eopre rt der gn- 3 es Flo -ne= | xX — 
Inflight Refueling EES SI Ee ag SS fe at ee eel oe 20 or 
Safety Belts, Harnesses_____- ae . Bee |. x. |-dgasls- ioe 
Ordnance Equipment-. SA peben amie oa a xX xX 

Special Weapons Equipment. — |--- Sites leeeee tides x Be tls a 
Bomb Racks, Shackles......__-__- . |. Dele ecilliade Sica si gebressaty x DEX 
ECM (Group A)_-....---.---- t SF ST Me ee ee es 
PackaGing”.... .- -cs4593 406 34565954586 ~---|--+-=-|---+-- aor! see |. 
Tools, = pecial* _ - anata Egbcoe Slate BE cane |" iy qn phecete aalis 
Support Equipment, Peculiar*__... _-..-------__- 1 Se Ciel if: DR lsd. 
Ground Handling Equipment, ‘Peculiar*__--_-__- Sciatica Liens beesdauhertvrerl-ebee shaeenst-1t34anp 
Test Equipment, Special*-_-___- Settee aaa zee Pin Met hese oe ataaee we 
Simulators, Flight............-- 2 $45 - pucks as besa lento 143-6» | x i es 
Ws ie Mie Oe 250 dan hesath ihn csee+deseue state eke shecal ae etek . 
DN sts $.e0~ dager even - Rivet iy- eels +85 4-3 iT Peres ist 
ea cil Sad nek ee nies ea sal ania dcaaes iconeihiael lor mmeaiper a J->-h | ial 
BOM Cerro BD) 2c PE) Oe Bh I oe ee AE | oJ rok x 
Flak Curtains Be ee nsse-2]+545+[s=-9= A. J 4sdascee Aspen X cad 
Headsets & Microphones’ . gah | 4 | X : 
Bomb hoists, Slings, & Access Equipment piv RL.) | ose da hance EO oe at ah x3 
Cargo Tie-Down Equipment, Non-Integral___----_. Lowman | SR ae xX J : 
Moofing Kits ....--....-.....-.. ddl te aclUhh iM oe rs 
Litters & Accessory Kits___. eee Wek ey~ <9 ---b 4) -- add ee La ssey x 
Pyrotechnic Pistols, Flare Signals____-__. iietd eka coeeeeeee 7 Sosa x 
Axes and Knives, Emergency ---..-- ins wip tig ciate Risa ici Lift 
Life Rafts, Stowed_............s.... | x 
Pirst Ale Bite ci wesc cs eb dN JA | | XxX 
Sumit ate... ..... Piney sealinsd-t-- oe batsend pare hws 46:4 setnds- bese s- xX 
Oxyger Equipme nt, Portable (Breathing) 7. [os See 2 xX 

Test Equipment, Airborne... aaa Sebbawal “ a Maes tle deb xX 
Radio Equipment, Portable ee eee ee eae x 
Spares & Spare Parts, Airborne, for “Inflight Main- | 

I ccna l b> Spon eahennmer-cpermedigeret atte ~=--|------ _— xX . 
Crystal Units, Alternate. chee 2 | waka xX 
GOA Units, C290tmneiss cose 55 5-5 55S | Lie eet 5 aL c3sike 
ILS Units, Ground..______.-_-_.-- amie i Siailiah Rin Sete rae ‘ xX = 
Trucks or Trailers, Servicing. _______ 13. 2000 Ni Se a Pisa i> ve EP - 
Trucks & Equipment, Crash__- ‘ ~ dh eh} tide X x 
Ground Handling Equipment, Common._...-..--- Lanes et ERS BEY xX x 
Tools, Common - Se Gahd 2 5h iehh Bd» de sae oo shacks Wei. Xx 
Test Equipment, Cee ge nd 4 xX xX 
Photographic Ground Support Equipment______. ch | ee 
Personal Equipment a ee He cegees 
Issue Items not specific: ally listed elsewhere in this | | 

attachment ....___.- ea 6g 4atbuase= estes dy oad hy. oe, daphecl ade x Vx 


“Will be procured in same manner as the item to which they apply. 
Nore: Column a= Piloted Aircraft 
Column b= Pilotless Aircraft and Guided Air Rockets ° 
Mr. See.ty-Brown. Well, that is what Lam getting at. Can the sub- 
contractors get hold of any of that equipment ? 
Lieutenant Volanel ArmeBrust. How do you mean, get hold of the 
equipment, sir? 
Mr. Seety-Brown. I mean, use it. As I understand it—I may be in 
error and if I am, I certainly want to be corrected—that Government- 
furnished equipment is available to the prime contractor. 
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Lieutenant Colonel Armerust. Now it sounds like you are talking 
about facilities again; that type of equipment. 

When we refer to Government-furnished equipment, GFAE, we 
refer to engines and tires and tubes and wheels and brakes—if the 
Government buys these things and then furnishes them to the prime 
contractor, you see. Under the weapons systems concept, a prime con- 
tractor is designated as the manager for the whole contract, and, as 
such, he goes out and buys his engines, contracts, in other words, with 
the engine producer, for example, whereas under the other type of 
procurement, where the Government furnishes equipment—and now, 
when you are talking about Government-furnished aeronautical equip- 
ment, the Government contracts with the engine producer to supply 
the engines to the frame builder. Now this is different than furnish- 
ing Government facilities as such, for the production of the end items, 
and that is how I got confused in the first question. 

Mr. Seety-Brown. Well, you have straightened me out in my think- 
ing on that. 

Now, another question—— 

Mr. JoHnson. Pardon me, sir? To specifically answer your ques- 
tion, Government facilities are available to subcontractors. 

Mr. Seety-Brown. Can this committee be assured that the SBA 
will have an opportunity to examine a prime subcontracting program ? 

Mr. Jonson. That is one of the provisions in the program that the 
prime contractor agrees to. 

Lieutenant Colonel Armerust. And, also, it is provided for by Air 
Force Procurement instruction concerning the SBA. 

Mr. Srety-Brown. I know it is provided for; I believe it is 4100.20. 

Mr. Jounson. We have implemented that instruction by Air Force 
Procurement Instruction, section 51, a copy of which has been sub- 
mitted to your committee. 

Mr. See_y-Brown. And I have another question. 

You were present at the hearings yesterday, I believe? 

Mr. JoHnson. Yes. 

Mr. Serety-Brown. Does the Air Force know what the small busi- 
ness potential is for research and development work in the aircraft 
industry? Have you ever made a study of that in connection, as you 
can see, with the statements made by one of our witnesses? I wonder 
if you care to comment on that? 

Lieutenant Colonel Armsrust. We have Colonel Fulton here from 
the Air Research and Development Command, who is Chief of Pro- 
curement at that Command. 

Mr. Seety-Brown. Were you here at the hearings yesterday ? 

Colonel Furron. No, sir, I was not here yesterday. 

Mr. Seety-Brown. Well, an argument was presented, or a state- 
ment was presented, at that time, indicating that there was a tre- 
mendous small-business potential in research and development work. 
One of the witnesses testified that he believed there was a great source 
there that had not been tapped and that too much of our research and 
development work, in his words, was being concentrated in big busi- 
ness. Now,I am not arguing the pros and cons of it, I am interested in 
knowing whether you, yourself, have found or have ever checked 
as to whether or not there was a research and development potential 
in small business which has never been tapped ? 
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Colonel Furron. I think, in answering that question, sir, the first 
thing we would have to do would be to separate the words research 
and development. 

Mr. Seety-Brown. I agree with that, it is unfortunate they put in 
both. 

Colonel Futron. Research is an early part, a spectrum of research 
and development, where we tried to determine basic knowledge and 
fundamental knowledge and application incident thereto, whereas 
development falls into at least three phases, an early stage of develop- 
ment where the items that develop may never go into the inventory, 
and we may be developing them purely for test evaluation purposes. 
The latest stage of development, however, is very closely related to the 
production problem to the extent, sometimes, that development and 
production, the two functions are barely discernible as separate func- 
tions. 

In the earlier stages, the research stages, fundamental research, basic 
research, applied research, there is a great potential in the small-busi- 
ness area for work in those particular areas, and we are attempting to 
exploit that area to the extent that we possibly can. 

I have a prepared statement which I would like to read that deals 
with that particular area at the present time. 

Mr. Sreety-Brown. The thing that I am concerned about is that one 
of the witnesses indicated that there are a great many people who 
prefer to remain in, if you will, small business, who have ideas that 
they want to bring forth and develop, but they are always under a 
handicap. This handicap is Ga aavaiety that a great deal of this work 
is being carried on by the Air Force and large companies, and that 
the creative genius which may prefer still to remain in a small com- 
munity and work on a small level, finds that he is not given the op- 
portunity of bringing his ideas to the immediate attention of those 
who might utilize them to the fullest advantage. 

Mr. Roosevett. Pardon me a moment? 

Colonel, I would, in line with Mr. Seely-Brown’s statement, like to 
call your attention, although I am sure you know about it, to the 
testimony by Hon. Dudley C. Sharp, Assistant Secretary of the Air 
Force Materiel, before the Senate Small Business Committee just a few 
days ago, in which he says: 

Another big step in making our policies more effective is presently under way. 
The Air Research and Development Command is now working out detailed small- 
business procedures within the overall Air Force program which will be tailored 
to fit the specific needs of the various research centers. We intend to make every 


effort to assist the small-business firms in becoming more familiar with, and 
better able to participate in, our research and development effort. 


Now, the Secretary does not differentiate between the research and 
development in that statement. He includes both of them. Again 
a fine statement of principle, but if it is not related to something spe- 
cific, then it is not going to be much help to small business. 

I am interested in backing up the witness of yesterday because, obvi- 
ously, it seems that the Defense Department, itself, feels that there is 
a need to do something here. Now, I want to see if we can’t tie it 
down to something beyond generalities to the specific things that you 
a in mind along the line of your thinking of what you are trying 
to do. 

83346—56—18 
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Mr. Seety-Brown. It might be fairer to let him make his statement 
first, and then after we have heard the statement, to question him 
about it, instead of questioning a statement we have not heard yet. 

Colonel Futton. I would appreciate it. 

Mr. Steep. For the benefit of the record, I think it would probably 
be well to keep this all in one place here, so perhaps it would be proper 
for you to read your statement at this point, and we can continue with 
any questioning on it. 

Colonel Futon. In considering the small-business participation in 
Air Force research and development, you are reminded that the re- 
search and development by itself, does not lend itself to small-busi- 
ness participation to the extent that production does. In order to 
obtain results in research and development, we must purchase the best 
scientific ability with the amount of money available. Our fore- 
most concern must be the procurement of scientific skill and creative 
ability of an individual or an organization. 

In research and development we adhere to Air Force policy con- 
cerning small business and use the smaller concerns to the extent con- 
sistent with maintaining the technical superiority of our material. We 
recognize the fact that business in our country is a closely integrated 
and interdependent structure, on which the welfare of large business 
is dependent upon small business, and the welfare and progress of 
small business depends upon that of large business. 

The Air Research and Development Command in Baltimore has 
had a small-business guidance council with the responsibility for for- 
mulating a small-business program in the research and development 
area. 

Mr. Rooseve.tt. When was that? 

Colonel Furron. Within the last 6 months, sir. I would like to 
expand on that a little later, Mr. Roosevelt, if I may. 

A recent visit to our larger research and development centers in- 
dicates that a good share of research and development procurement 
is given to small business. We found that many of the buyers at these 
centers are aware of the technical capabilities of the smaller concerns 
and see to it that they are given equitable opportunity to submit pro- 
ae At present, we are making a concentrated effort to estab- 

ish identification of small business in the source files at each of the 
research and development centers. This will enable us to give addi- 
tional consideration to small-business interests. 

An executive for small business will function at the command level 
at headquarters in Baltimore, and we will have technical supervision 
over small-business specialists functioning at each of the research and 
development procurement activities—— 

Mr. Roosevetr. Will-he be an Air Force man? 

Colonel Furron. Yes, sir. 

Mr. Roosgvett. From civilian life? 

Colonel Funton. From civilian life, and will report to the Director 
of Procurement in the headquarters of Research and Development 
Command. He will have a comparable position to the executive for 
small business at the Air Materiel Command which, of course, is the 
preponderant procuring agency in the Air Force. 

Mr. Roosevert. What are the requirements of his job—in other 
words, I mean the qualifications of his job? ‘Will he be a small-busi- 
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ness man or will he be a representative of big business who has dealt 
with small business ? ais 

Colonel Futon. Primarily, he will be an individual who under- 

stands the relationship between small business and large business in 
procurement activity. ie ld. : 

Mr. Roosevett. There will be nothing prohibiting him from turning 
up to be on the payroll of General Electric? 5 ke 

Colonel Furton. Only the good pudement of an individual em- 
ployee. I do not think that to employ an individual who had been 
involved in large business to the exclusion of some experience in small 
business, would be too wise. 

Mr. Roosevetr. I hate to tell you but I think those mistakes have 
been made in the past. 

Colonel Futron. We will try to avoid it, sir. 

Mr. RoosEvzet. I hope so. 

Colonel Futton. The program will provide for a screening process 
whereby the small-business specialist, and the buyer will determine 
which procurements are ash for small business. Purchase requests 
will be examined and those found suitable for small business by the 
buyer and the small-business specialist will select sources and add them 
to the list of contractors to be solicited for bids or proposals. The 
program will also provide for a reporting system which will show the 
number and dollar value of research and development contracts placed 
by small-business concerns witheachecenter. This reporting procedure 
will be used as a management device to further our efforts in this 
program. 

This program will result in a uniform procedure in the Air Research 
and Development Command and its centers for giving the smaller con- 
cerns an equitable opportunity to bid on research and development 
contracts. In addition to the effort that is being made to establish 
small-business guidance and a program to utilize to the fullest extent 
the small-business capabilities consistent with their technical capaci- 
ties, at the headquarters, Air Research and Development Command, 
the Deputy Chief of Staff at Headquarters, USAF level, have estab- 
lished a function and find an individual to that function to handle the 
staff function at the Washington level. 

This completes my statement on this. 

Mr. Sre.ty-Brown. Do you mind, Mr. Roosevelt ? 

Mr. Roosrvett. You go ahead. 

Mr. Srrety-Brown. Let’s assume we have Mr, X who is a creative 
genius in the field of aeronautics, and along with being a creative 
genius he has the desire to live in a small community and have a small 
operation of hisown. He has tremendous potential ability in his head 
and in his hands but he may not have some of the larger facilities which 
the large companies offer. Are there enough Mr. X’s in that category 
scattered around the country who are not presently being utilized in 
our research program to cause concern or do you think they all end up 
eventually with one of the big companies working directly for you? 

Lt. Col, Anmprust. I would like to comment on that statement, if I 
may. 

Mr. Seety-Brown. Yes, sir. 
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Lieutenant Colonel Armprust. I was here yesterday when the wit- 
ness was testifying and I would like to make a comment on his whole 
testimony if I might. 

He was recommending that one-third of all research and develop- 
ment money be set aside for small business. The witness went on to 
state, and I quote now: “You cannot buy inventiveness.” This was 
one of his statements, and I agree with this statement per se. 

On the other hand, it may sound paradoxical, but I do believe that 
inventiveness can be sold, you see. So, it is difficult to say how many 
geniuses we have running around the country that we do not know 
about as such. 

However, I feel that this capability, this outstanding design capa- 
bility that Mr. Wilford was speaking of, when we have a person like 
that who is unencumbered with the flexibilities engendered by a large 
corporation just because of its size, that this fact coupled with the low 
overhead of a small-business concern certainly enables them to compete 
with the larger businesses. Therefore, I feel that this one-third of our 
research and development money instead of setting it aside whereby we 
would be, in effect, eliminating a certain part of the competition which 
we now enjoy in the industry—and also this applies to the 30 percent 
subcontracting which he also recommended be set aside for small busi- 
ness—I believe these should be goals for the small-business concerns 
in the industry to strive for themselves and thereby, in reducing the 
cost of their quality product, they will increase their own business. 
They will, in fact, become competitive or more competitive, so much so 


that they will increase their business and furnish the Air Force with 
more Air Force per dollar which is what we are striving for. 
Mr. RoosEvett. Would you ore on that point? 


Mr. Seeiy-Brown. Certainly. 

Mr. Roosreveit. Colonel Armbrust, research and development cer- 
tainly are not in the same category as a competitive item such as bid- 
ding on bolts and nuts. 

Lieutenant Colonel Armerust. No, sir; it certainly is not. 

Colonel Futron. May I take over at that point? 

IT am certainly happy to hear you say that, Mr. Roosevelt. When 
you buy research and development, the competition is primarily based 
on the technical competency of the individual from whom you are 
buying it. In the process that we follow in research and development 
procurement, the primary factor on which we base our award of a 
contract is on the technical competency of the proposal submitted by 
the proposing agency. 

We may even find. in some instances on any given program that we 
have two technical proposals, both of which give great promise, and 
we may then find in our limited resources of funds sufficient money 
to go 2 routes and attempt to get 2 solutions on this, because in most 
instances, particularly in the spectrum of research and development, 
what we are attempting to try we do not know at that point. 

Mr. Roosrveir. Colonel, may I stop you right there? 

I thoroughly agree with you, but what Colonel Armbrust just'said 
was that the job of small business should be to set their goals at get- 
ting costs down so that they could qualify for 30 percent: of the 
business. 
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Lieutenant Colonel Armprust. Yes, sir; this was with respect to the 
30 percent of subcontracting that was recommended to be set aside. 
Mr. Rooseverr. You did not differentiate, if you will excuse me for 
saying so, between them. , 
ow, in the research and development, which is the specific thing 
we are talking about now, would we not by specifically setting aside 
30 percent enable you to go these two routes that you are talking about 
because we would be instructing you to go to the second route as well 
as the first route? And if you need more noaey in order to go to those 
two routes so that you can have enough so that the two-thirds will cover 
what you want to do with big business and still have the other, of 
course, that is up to you to come up and get it from the proper com- 
mittees of the Congress. But, at least, this way you would know that 
you were following both routes. 

And I think the statistics, or the facts, at least, will show that today 
in many instances, perhaps due to the fact that you do not think you 
have enough funds, you are not following that second route which you 
have just advocated, and which I think this committee is much inter- 
ested in seeing you do. i 

Colonel Furron. Sir, I have some statistics here, based on the cal- 
endar year 1955. The statistics have not been validated to the extent 
that they could be said to be absolutely accuate. I would say they 
are accurate within 5 percent. The reason that they have not been 
validated is because the research and development effort in regard to 
the small-business program was not considered in relation to the small- 
business program on the same basis as production or the competitive- 
type procurement of which Colonel Armbrust talks, and has only 
come in the past year, become of considerable interest in that particular 
area. : 

During the calendar year 1955, the Air Research and Development 
Command placed 2,258 contracts for research and development. Of 
these 2,258 contracts, 1,405 of them were determined not to be suitable 
for placement with small business by reason of the fact that they were 
the type of contract which we placed with the nonprofit and not-for- 
profit type of institutions. Those are the educational institutions, the 
Franklin Foundation and other foundations of that type. 

However, 603 were determined: to be suitable for small business. 
Of the 603, 481 were placed with small business. Of those suitable 
then, Seprennnate 79 percent were placed with small business. 

I think that those figures are indicative of an answer to your ques- 
tion, Mr. Seely-Brown, concerning whether or not we are attempting 
to use the smaller concerns in this particular operation. 

Mr. Roosrvetr. Now all of those totals, how does it work out in 
dollars and cents? 

Colonel Furiron. On the total number of contracts, there was— 
may I put it in round figures ? 

Mr. Riana. Yes, sir. 

Colonel Furron. There were $297 million against the 2,258 total. 
Of the 1,405 placed with the nonprofit institutions and not for profit 
research organizations, there was $247 million. That which was 
determined commercial and suitable for small business represented 


$36 million and that that was placed with small business represented 
$28 million. 
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Mr. Roosevett. All right, now let me stop you right there. 

That is, roughly, again, around 10 percent of the total that went 
out all together and that to me is the significant figure, and not the 
other figure. Someday I think we are going to have to look into what 
standards you make as to what is applicable to small business and 
what to large business. I think these figures are correct. Out of 
$247 million you have only taken $36 million to be suitable for small 
business. 

Colonel Futron. That is right, sir, of which 75 percent 

Mr. Roosevett. Only $28 million actually went to small business, 
$28 million out of $247 million. I think the figures speak for them- 
selves. 

Colonel Futron. Of course, I would like to again state that of the 
$297 million that was placed, $247 million of it went into organization 
of the nonprofit type and the not-for-profit type, the educational in- 
stitutions, the foundations. So, the largest majority of it goes to 
those locations where the technical and scientific engineering com- 
petence exists. 

I have been briefed on the testimony of the witness that you referred 
to that was here yesterday. I would like to identify him by name, if 
I may, please: Mr. Wilford. 

Mr. Wilford. is an example, or instead of the word, “example” I 
would like to say exemplifies a group of people available in the United 
States who have been of considerable concern to us in research and 
development for some time. They are a group of people who fall in 
the area usually identified as innovations phd inventions. Many of 
these men submit proposals to us and, because of their interest in 
maintaining a confidential status on the data that they have to submit, 
they will submit only partial information as to the proposal that 
they have in the area of innovation or invention. Now, in order for 
the research and development people, the technical people in our 
command, to analyze these proposals, they have to have as much in- 
formation as they can, and in order for us to work with these in- 
dividuals, who are, I consider, very important to our overall program, 
the technical people must be able to understand the proposals that 
they are putting in. 

The people in the procurement side of the house depend on the 
advice and guidance and, in many cases, the allocation of funds to 
support such proposals in regard to. innovations and inventions. 

This, as I say, has been recognized for some time, and 2 to 3 years 
ago the Air Research and Development Command established an 
Office of Innovations and Inventions which was primarily staffed by 
technical people. When we received proposals, unsolicited proposals— 
they are generally, because of the very nature of the idea of the sub- 
stance being submitted, unsolicited proposals—they are presented to 
the Office of Innovations and Inventions and examined with the view 
toward seeing whether or not the proposal covers an area of interest to 
that segment of the national defense picture that the Air Force repre- 
sents or some other segment. If it represents a segment of interest to 
the Army or the Navy, can we refer them to those offices there? If it 
is within our particular area, we analyze these particular proposals to 
determine, among other things: (1) is this proposal one, as I stated, 
which is in our area of interest; (2) is this proposal one which repre- 
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sents a duplication; or perhaps the gentleman has come in with his 
proposal late in the picture, that much effort has already been put in 
the field and we know enough about it to know that this is either good, 
and we have gone down the line with it, or this is an area such as Mr. 
Edison found with his incandescent lamp. He tried 400 filaments 
before he found one that worked. Someone told him he wasted his 
time and he said no, that he found 399 that would not work. 

So, we have to work on that basis, too. And, finally, is the indi- 
vidual technically sound in his proposal? In the past, we have found 
that when we do find a proposal that was one that we wanted to work 
on, because our money had been programed annually and sometimes 
as much as 18 months ahead, we could not find funds available to 
support such a proposal, and we had to defer it until we could pick 
it up in a later year. 

I am happy to say that this year, this fiscal 1957 budget, we have 
a line item of an amount of money about $2 million which is 
specifically set up in the budget for the purpose of supporting such 
proposals representing innovations and inventions so that we can get 
on with them as soon as possible and as soon as we have determined 
that they are worthy of picking up and going along the line. 

Mr. Srrety-Brown. T di me, sir, in that connection when that man 
who has this invention comes to see you, is he fearful that if he gives 
you all the details that that idea will be picked up by one of his com- 
petitors or by one of a larger company’s? 

Colonel Futon. We have found that to be true in almost every 
instance; yes, sir. 

Mr. Srety-Brown. But he has complete protection as far as you 
are concerned for the ideas which he brings to your attention ? 

Colonel Fuuron. There is an ‘Air Force regulation, implemented 
by an air research and development regulation, which provides that 
we must treat as confidential any information of this kind that is 
submitted to us. I am not positive of the next point, but I am fairly 
positive that there is a law im existence and on the books which makes 
it an offense, carries certain punishment—lI do not know what it is— 
for violating a confidence of this kind. 

May I expand on that point just a minute, sir? That is one of our 
difficult points too. When a gentleman submits a proposal to us along 
this particular line—I would like to refer back to my statement where 
I said one of the things that we analyze is the problem as to whether 
or not this proposal that he alleges is his own original idea is actually 
a duplication of some other area. 

Now we have been accused sometimes of accepting proposals of this 
kind and violating the individual’s confidence. But, when we check 
back on it, we found that perhaps this idea, this innovation, had been 
in work, in process, under study, in some of our own laboratories and 
other laboratories for months or years. 

As a result, when the conversations start taking place in this area, 
the innovator feels that we have taken his idea many times and that 
we have pirated it, whereas, that is not true because work has been 
done in that area by other people and we are bound to know much 
about it if we have an interest in that area at all. 


It is a very difficult area, to convince people that we have not pirated 
their ideas. . 
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Mr. Srety-Brown. It is certainly a fair statement to make—I think 
a statement to which all of us subscribe—that we are outnumbered 
about 8 or 9 to 1 right now in the free world, and that means each 
one of us has to be 8 or 9 times smarter to keep up our side. 

That is why all of us are tremendously anxious to broaden this 
base, so that we will have just as broad a base of technical inventive- 
ness and creative skill as we possibly can. And I think that is the in- 
terest of all of us on this committee. 

It is not necessarily big versus small business, it is to make sure 
that everybody realizes that he has got to pitch in this picture and, 
also, that when the little fellow does make his pitch, he is heard. 

Colonel Futron. Mr. Seely-Brown, I believe I am safe in stating 
that one of the most considered fears that anybody can have who is in 
a position of decision is that sometime he will laugh at someone’s 
idea, which may be the idea that we have been looking for and spend- 
ing money for and time and effort for months and years. It is one of 
the major concerns that we who are faced with decisions in that area 
have. 

Mr. Srety-Brown. I certainly hope that before this session com- 
pletes its work, or even afterward, we will—I certainly want to—go to 
Baltimore and meet with the group to which you referred earlier to 
get a little first-hand information and talk with the men in charge over 
there to follow through on this entire research program. 

_ It is one in which I have a personal interest as well as an official 
interest. 

Colonel Furron. On behalf of General Power, I would say you 
would be most welcome, sir. 

Mr. Roosevett. I would like to join in my colleague’s statement. . I 
would also like to make that trip, because I think it would be very 
educational for all of us and help us to understand the program. 

The thing that I am particularly interested in, relate, I think, 
perhaps to the statement that Mr. Wilford made in his testimony, 
which is on page 48 of the transcript of this hearing: 

I would like to also call to the attention of the committee that some of the 
best airplanes we have have been designed by individuals, not by the big groups 
of engineers. 

Now that may be an exaggeration. I am not saying it is the Gospel 
truth. However, I think it would be possible to make a good case for 
the contribution for small and original design and planning, both in 
World War IT, as well as in subsequent times. I think what we are 
looking for is to satisfy ourselves that the amount of money and the 
manner in which it is now being appropriated gives you enough lee- 
way to implement that program if you have the machinery and desire 
to set it up yourself. ; 

Naturally, the first thing is for us to try to convince you that this is 
a good, sound policy. I think you are pretty well convinced of that. 
Then, if the thing that is holding you back is lack of appropriations 
and lack of money to do it the way you would like to do it, of course, 
our job then is to recommend to the proper committee that additional 
funds should be available to you. ) 

However, in the overall picture I think the things that have worried 
us have been the research and development selected data that was put 
into the Congressional Record on May 9 of 1956 which in general, I 
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would think, show an increasing trend to concentrating the available 
appropr iations dir ectly into the big corporations and less and less per- 
centage going to the small, indiv idual type of person such as the wit- 

ness that came before us yesterday. It is that trend that worries me, 
and that is what I would hope to work out the answer to by sitting 
down with you for a long discussion. 

Colonel Futron. Mr. Roosevelt, I cannot refute the statement of 
the witness to whom you refer with facts and figures. As I stated in 
my statement to you, ‘I have recently established in my office an ope! “a- 
tion through which I hope to gain some reports as to the research and 
development participation in ‘the small-business field and the utiliza- 
tion of that small-business field. 

I stated in that statement that the purpose of this report was to 
establish a management device, a device by which I can find my soft 
spots, my availabilities, and conduct my program so my procurement 
goes to the area where I can get and use the technical capabilities of 
this country. I hope within 1 year to have this system working 
satisfactorily so that I can have valid figures, valid information, as to 
what participation in this area and our improvement in that area. 

Mr. Roosevert. Colonel, is this what Mr. Shaw was referring to? 

Colonel Futron. Yes, sir. 

Mr. Roosrevrrir. Mr, Chairman, those are all the questions I have 
on this particular point. I have some on some other matters when the 
right time comes. 

Mr. Srrep. Going back to the general subject before us—I think 
perhaps Mr. Johnson could answer this question—we have discussed 
the agreements that you enter into with the prime contractors, as to 
what ‘they will do in the field of subcontracting and what work they 
will try to make available to smal] buisness. 

I assume from the general tone of the testimony we have had that 
you feel that these agreements have been very w ell lived up to. 

Now, just for final clarification, is your satisfaction with these 
agreements based on your own knowledge, or do you take the word of 
the prime contractor for the fact that they have performed in accord- 
ance with the agreements ? 

Mr. Jounson. Mr. Chairman, these prime contractors have in all 
cases been contacted by personal calls from the appropriate small- 
business specialists wherever the geographical location may be. 

I would like to say this program is really not new with the Air 
Force. It has been put into a Department of Defense directive for 
the first time and is on a Department of Defense basis. However, as 
I pointed out to you in the hearing in Los Angeles, the Air Force 
recognized, as early as 1951, that in ‘order to obtain the greatest par- 
ticipation possible in Air Force procurement on the part of small 
business, that we had to have a rather aggressive subcontracting pro- 
gram because of the nature of the products that the Air Force. buys. 

Nearly 90 percent of our money is spent for frames, engines, and 
very complex electronic equipment, some very complex ground equip- 
ment, and we have, I believe, an aggressive small-business program 
to try to channel as much of that remaining 10 percent as possible 
to small business and we have been successful in channeling 76 per- 
cent of that remaining part to small business in prime contracts. 
Mr. Rooseverr. Mr. Chairman, may I interrupt right here? 
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Mr. Johnson, you will excuse me for saying so, but I am a little tired 
of this 76 percent, and I am going to drive it home to you how com- 
pletely ridiculous it is. 

Now, when Mr. Shaw was here yesterday representing the Martin 
Co., I cited to him two specific instances at that time of big business 
listed as small business, getting small-business contracts, which turned 
out to be subsidiaries of the General Electric Co. and the United 
States Rubber Co. Now, I have done a little more research on it, 
and I want to give you some specifics. 

In the statement from Martin, which you have approved, or rather 
the Air Force has approved, there is listed the B. F. Goodich Co., 
with a contract for $361,495.28. Now, no one in his right mind could 
approve of listing the B. F. Goodrich Co. of Akron, Ohio, as a small 
business. 

Now, the next one that I did a little research on, comes from the 
listing again, by Martin Co. of the Douglas El Segundo Co., which 
we then did some research on, and they said El Segundo is a division 
of Douglas Aircraft Co., Inc. They got a contract for $217,384.38. 
No one in his right mind would call the Douglas Aircraft Co., a divi- 
sion of it, a small business. 

Then, we come to the Kaiser Aluminum Co. True, it is not pre- 
dominant, perhaps, in its field as Alcoa is, but it certainly would 
not qualify under‘any of the definitions that we use as a small busi- 
ness company. However, they are listed in the returns of Martin for 
a contract for $598,000, over half a million dollars, as a small-business 
concern. 

Now, we have added this up and we come almost to a million dollars 
that is listed as belonging to small business. Now, you just have to 
admit that on the basis of this, something is wrong when you tell 
me that it is 76 percent. I know it is not 76 and I am wondering 
wherether it is 50 percent after going through just this much of the 
picture. 

Now, what are you going to do about tying down 

Mr. Streep. Will the gentleman yield? Maybe we are talking about 
two different things, or, I am confused. 

I thought that you said you put about 90 percent of your money 
into airframes and that type of thing and of the 10 percent remain- 
ing of general procurement that 76 percent 

Mr. Jonnson. That is right, sir. 

Mr. Streep. As against whatever percent the small business gets of 
the 90 percent. That goes into airframes. 

And I think you are addressing your comments to the share they 
get of the 90 percent ? 

Mr. Jounson. That is correct, Mr. Chairman. I refer to the 76 
percent. I meant the 76 percent after we eliminated the money spent 
for airframes, engines, and highly complex equipment that small 
business could not furnish, 

Mr. Sre.y-Brown. In other words 76 percent of 10 percent? 

Mr. Jonnson. That is right; yes, sir. 

Mr. Srerp. The reason I wanted to get that clear was that in this 
field, in this 10 percent field of general procurement. where you say 
76 percent goes to small business—of course, I realize a lot of that is 
the purchase of soap and paper clips and things of that sort 
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Mr. Jounson. Pardon me, but we do not generally buy those things. 
Those are purchased for us by other services, with Air Force money, 
however. 

Mr. Sreep. In the 10 percent that you buy outside of your major 
items of the things in that 10 percent which require production, what 
are your requirements from a small-business firm to become a bidder / 
In other words, do you have any policy that he has to fit before he 
anne a bidder? You are bound to want to know something about 

Lim. 

Mr. Jounson. No, sir; we do not. I will be very frank with you, 
I wish that we did. 

We have received an average of 7 bids from every 100 solicitations 
because we have found that the firms who have requested to be listed 
for certain items actually cannot produce the item when they see the 
invitation and get the drawings and so forth. 

I think that it would be well if we could make some survey of the 
companies and facilities before we listed them. It would save us a 
great deal of money and time. 

However, it would be a tremendous job to make a survey of all of 
the plants who request to be listed with us. We just do not have the 
personnel to do that. 

Now, we do make a preaward survey. When a firm is a low bidder, 
or when he submits the most acceptable proposal, we do require a pre- 
award survey of that plant to be sure that he can do the job. How- 
ever, we do not require any such survey in order to list the firm as a 
potential supplier. 

Mr. Roosevett. Mr. Johnson, doesn’t SBA do that at all? 

Mr. Jounson, No, sir; we do that at—oh, I think I know what you 
are referring to. If in this preaward survey we determine that we 
feel the firm cannot perform on the contract because of their financial | 
condition or because of their ability to produce the item and meet 
delivery schedules and so forth, we refer that case, then, to the Small 
Business Administration, and they make an dependent survey. They 
have the authority to overrule our survey. If they do that and issue 
a certificate of competency, we award the contract regardless of what 
we think of the company. 

Mr. Rooseveit. Well, is it not also SBA’s job and don’t they actual- 
ly today make up lists of people who should be given to the Air Force 
or to the Army in order that these people may receive the bids for 
the Air Force and the Army ? 

Now, when they do that aren’t they doing a.disservice to small 
business unless they make very sure that the people they put on that 
list for receiving bids are people who are competent in their field 
to do a job? Because, otlierwise, when you get in touch with them 
they have got to answer, and that is an expensive thing, as you well 
know, to fill out the bid, and it seems to me that the Small Business 
Administration should not include anybody on a list that they send to 
you unless they do know that they are competent in this field? _ 

Mr. Jounson. May I explain briefly how we operate in connection 
with the soliciations of prime contracts? 

In the Air Force in all of the major Air Force purchasing offices, 
there is a conference between the procurement people, that is, the 
buyer and the Air Force Small Business Specialist prior to any solici- 
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tation. At that time, it is determined in detail how that procurement 
will be handled. At that time, also, the Air Force small business 
specialist may add to the buyer’s list any firms that he knows of that 
he wants to receive invitations. 

Now at installations where the Small Business Administration has 
assigned a representative, they sit in on that meeting. This is prior 
to any procurement action whatsoever. They sit in on that meeting, 
and their recommendations as to sources to be solicited, or as to meth- 
ods of handling the procurement are given the same consideration as 
those of the Air Force smal] business specialist. 

Now we have had occasions, not very many, but we have had some 
occasions, where the Small Business Administration has wanted to 
add names to the buyer’s list or to our mechanized source list for 
the particular item that we are buying. 

We had a case about a year ago where the Small Business Adminis- 
tration recommended the solicitation of about 5 or 6 firms in addi- 
ticn to the ones that the buyer knew about. We had quite a go- 
around on that, and those firms were not solicited. That gave us a 
test case. I took that right to the top, and the determination was 
made that they certainly did have the authority to add any names 
that they cared to add to the buyer’s list, and since that time, I am 
very glad to be able to say to you, there has never been any question 
about soliciting a firm that has been recommended to us by the Small 
Business Administration. 

Now, to specifically answer your question, we assume, and I think 
that it is proven to be true, that when they recommend a firm to us, 
that they know what they are doing. It is a capable firm. 

Mr. Reosrvevr. Do they go over the rest of the buyer's list so as to 
eliminate the ones who obviously are not competent in that field? 
That. would save you time and it would save the company time, if they 
were notified: you are requested to be a bidder on that list—you are 
not qualified for it and it is only going to cost the Government money 
and you money if you try to bid on these items because you are not 
set to do it? 

Mr. Jounson. No, sir; we do not do that. 

In a purchasing office, we really have no way of knowing whether 
a firm who has submitted its name as a potential supplier for a par- 
ticular item is really qualified to make it. 

That would require a field survey.which is not made prior to actual 
solicitation. 

Mr. Roosrvetr. It certainly must take up an awful lot of time then? 

Mr. Jonnson. Yes, sir; it does; but, nevertheless, we feel that a firm 
that wants to bid on an item has a right to do it. It is their money 
we are spending. ; 

Mr. Streep. Getting back to this matter of these figures, assuming 
that clarification of what is small business and what isn’t, and you get 
. down to the point to where it appears that perhaps some of the prime 
contractors ‘have not kept their agreements to share enough of their 
work with small business, what steps are you in a position to take then ? 

Mr. Jonson. That is an obligation of the administrative contract- 
ing officer who administrates that contract. Lf it is reported to him 
that in the opinion of the small-business specialists in the appropriate 
field office the contractor is not carrying out his obligation, it becomes 
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« problem for the administrative contracting officer to take that into 
consideration in reviewing the contractor’s purchasing system. He 
has the authority to review that system at any time and either approve 
it or disapprove it, 

Mr. Roosrverr. Mr. Johnson, going back then to my point, we 
brought out these cases and obviously they are not small business. 
However, they are handed down through you, and they are in the 
records as proving that the prime contractor is Hving up to his obli- 
gation to you, taking care of small business. - Obviously, this is not a 
part of that. Now what happens ina case like this from now on; how 
do you check it; how are you going to correct it ? 

Mr. Jounson. Mr. Roosevelt, we do not receive any reports from 
our prime contractors as to the names of the individual firms that they 
awarded contracts to. The only way we could check that would be 
to send a man in and check their entire source list. 

Mr. Roosevetr. I understood yesterday from the Republic repre- 
sentative that every item in every contract let was reviewed by the 
Air Force supervisor as the project went on. 

Mr. Jounson. Mr. Roosevelt, we have present here in the room our 
plant representative from both Martin and from Republic. 

Mr. Roosrvetr. I would very much like to hear them, Mr. Chair- 
man. 

Mr. Jonunson. I believe they would be better qualified to explain 
that. 

Mr. Roosrverr. You tell me you do not have those lists. Yesterday 
the company representatives stated they did have them and specifically 
reviewed them and approved them, and handed us a piece of paper to 
show us what they did approve. 

Now, what I want to know is which is right. No.1 or No. 2, and how 
are you going to correct a situation which is obviously a serious one? 

Mr. Jounson. I do not quite see the conflict, Mr. Roosevelt. This 
piece of paper that they gave you yesterday, as I understood it, was a 

iece of paper, a form, that was completed by the contractor’s buyer 

fore he made any solicitations. I do not know that that is reviewed 
by any Air Force personnel as far as I know. 

Mr. Roosevetr. Don’t you think it should be reviewed? Otherwise, 
how do you know they are living up to this obligation? In other 
words, you come in here and tell me yow do review whether they are 
living up to their obligation. 

The chairman asked you specifically, and you said you took certain 
steps if you felt they were not. However, how could you tell they are 
or not unless you know that the contracts that they say they are letting 
to small business are actually going to small business ? 

Mr. Jounson. I mentioned a little earlier that there is room for 
some error. North American, for example, has over 12,000 firms that 
they are doing business with. 

Mr. Roosrvett. Look, let’s not be silly... We have listed B. F. Good- 
rich and the Kaiser Aluminum and Douglas, El Segundo, and General 
Electric, and we have got over a million dollars of these contracts that 
are listed for small business, and we are down in the 10 percent that 
you are talking about. 

Now, it is not just accident any more—I am not saying that it isn’t an 
honest mistake; I am saying that something must be done to see that 
these mistakes cannot occur. 
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Mr. Jounson. I believe that something is being done about this. 
The Small Business Administration, as you know, has the authority 
and is directed by Congress to establish a definition for “small busi- 
ness.” We have in the past always worked on this flat 500. They have 
proposed a new definition that has not been officially adopted as yet. 
They propose a new definition, and along with that a provision for a 
challenge procedure. In other words, if a firm represents itself in a 
bid as being a small firm, and a competitor, or the contracting officer, or 
the SBA has knowledge it probably is not a.small concern, that. can be 
challenged, in which case the Small Business Administration will 
investigate in detail and either certify that firm as being an actual 
small business or not. 

I believe that will eliminate a lot of those errors. 

Mr. Roosevett. I hope we hurry up about it. As you know, we 
have been about a year and a half in getting to this definition, and in 
the meantime we have listed well over a million dollars of contracts 
that were certified as being available for small business that ended up 
in big business. 

Tf ona rather cursory examination I can come up with this: I think 
the time has come to move, and move fast. 

Mr. Jonnson. I think that that will be a great help. In the Air 
Force we review all reports of.awards prior to their submission to 
the proper authorities, prior to the time that you ever receive them, 
for example. 

We correct those when we find them. However, as I stated earlier, 
we have found listed as sources some 50 or more firms in the last 
6 or 8 months who were small business concerns when they listed them- 
selves with us, but who since have become affiliated with large business 
concerns. 

Mr. Roosrvett. That is not true of the ones I am talking about. 

Mr. Jounson. No, not of those particular cases. But we do have 
trouble in that field. 

Mr. Srety-Brown. Just so that I can be completely sure in my own 
mind of the situation as described by you, let’s take the case of the 
Martin Co. Is there presently stationed there an inspector for the 
Air Foree who reviews all subcontracts ? 

Mr. Jounson. May I have the Martin. representative answer that? 

Major Warrretp. Major Warfield, from-the Air Foree, plant repre- 
sentative of the Martin Co. 

Yes, we do have an officer, a contracting officer who represents the 
Air Force at the Martin Co. 

Mr. Seety-Brown. And he also reviews contracts? 

Major Warriexp. First of all, he conducted a detailed review of 
the contractor’s system—that is the procurement system—and he 
found the procurement system to be adequate. And then as the sub- 
contractors come to his review, he reviews—I should say that he has 
a continuing review of subcontractors. 

Maybe the amount of money in the program as we approve it would 
be $50,000, and in other words, we could review all subcontracts above 
$50,000. That is where we continue our effort. In the meantime, 
in the review of the Glenn L. Martin Co.’s procurement system we 
found that it covered the small business companies adequately, so we 


leave it up to the Martin Co. to monitor their own small-business 
subcontracts. 
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Mr. Srety-Brown. In other words, while you may have approved 
of the system which they have established and are convinced in your 
own mind that small business is being adequately cared for, how 
would you then account for the examples that Mr. Roosevelt has 
brought out? Do you list in your view of those contracts whether 
they have gone to the large or small firms? 

Major WarrreLp. No, sir; we do not. We discussed it yesterday 
that we would leave it up to Martin Co. to make sure they get it into 
the proper company. I think the point that Mr. Roosevelt makes is 
that the figures the Martin Co. quoted are wrong—in other words, we 
are basing our discussion on a list that is wrong. 

Mr. Roosrvetr. I mentioned the figures, but I am also interested in 
the fact that the Martin Co. under an approved principle, a principle 
approved by you, includes contracts going to small business which you 
think are going to small business but which are not going to small 
business, and you have no way, as you just said, of knowing whether 
they are carrying out a principle which has been approved; all you 
have done is approve a principle, and have set up no machinery to see 
whether it is followed out. 

Major Warriexp. I think the Air Force has a part in the procedure. 
We get an assistant from an air procurement district, an individual 
who, if there are any complaints, can go check to see if small business 
is getting its share. 

The tools at the plant are very limited. We have a small group of 
people who monitor the program. We administer the contracts—— 
Mr. Roosevetr. You mean they come in only with a complaint? 

Major Warrtevp. They come under any condition. 

Mr. Roosevetr. And in case they did check into this, they didn’t find 
ee 

Major Warrtetp. The list that we have is incorrect. I think every- 
body in the discussion will agree that it gives a false picture. 

Mr. Jounson. May I interrupt to make a point? In the establish- 
ment of the small business program by the prime contractors we have 
provided that only one service will be responsible for determining the 
adequacy of that contract small-business program. I think it is quite 
obvious that we couldn’t have an Air Force small-business specialist 
and a Navy small-business specialist telling Martin how to run their 
program. 

So we have allocated these responsibilities on the basis of plant cog- 
nizance under mobilization planning. Martin is a Navy plant. We 
do not have anyone from our district office responsible for determining 
the adequacy of Martin’s program. 

Mr. Roosrvetr. This sounds familiar. 

Mr. Seety-Brown. Wait until the Navy comes in. 

Mr. Jounson. I didn’t mean this as a reflection on the Navy. I do 
mean this: We do not have a Martin representative at the plant for that 

urpose. 
P Mr. Roosrvetr. Then you force me to go into Republic. 

For the record, then, I am talking about a principle, I don’t care 
whether it is the Air Force or the Navy, frankly, it is a principle which 
the Defense Department has a responsibility to see is implemented in 
all the branches of the service. 
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For instance, under the Republic list I think I named yesterday— 


I have another one to add to it—the Standard Coil Products Co. 
replies to us that: 


This is to advise you that our company is by the standard of 500 or more 
employees not in the category of small business. 

But they were solicited by Republic. Frankly, I didn’t do as complete 
a job on Republic, and I don’t really care whether it is the Navy or the 
Air Force, Mr. Johnson. 

The idea is that the principle, if it is wrong and the Navy isn’t 
doing something to correct it, I am going to give the Navy a chance 
to defend themselves. The fact is that the Air Force admits they 
don’t have the way of checking it. 

Colonel Armerust. Let me see if I can clarify our policy and prin- 
ciple as you set forth with respect to the administrative contracting 
officer’s review of the purchases made by the company that he is charged 
with. 

The administrative contracting officer is required to review all pur- 
chase requests over $25,000, unless he has—that is, before they are 
let—unless he has approved the purchasing system of that particular 
contractor. 

Now, in order to approve this purchasing system, he makes a de- 
tailed study of the system that is set up by the contractor for his 
purposes, subcontracts, as you call them. 

Mr. Roosrevert. Let’s be specific. Here is the Standard Coil Co., 
with a contract for $253,000. That is well over your $50,000 figure ; 
right? 

Colonel Armprust. Yes, sir. 

Mr. Roosrveir. Now, taking your statement, I assume that in the 
case of Republic you have approved this system. 

Colonel Armerust. It may or may not be approved. I don’t know 
in the case of Republic, particularly. 

Mr. Roosrvetr. Let’s take both ways. Assuming that it was 
approved. 

Colonel Armerust. If it has been approved, then all contracts over 
$25,000 or purchase requests are reviewed on an after-the-fact basis, 
if the system has been approved, in order to determine whether or 
not the contractor is in fact following this system that has been 
approved. 

Mr. Roosrveur. Then, theoretically, this should have come to his 
attention, he should have seen from the report that was available, 
that this was not a small business, and therefore, he should have 
gone back to the company and said, “You are not carrying out the 
principle that I approved.” 

Now, I would like to ask specifically the representative who is here, 
Colonel Murrell, if he has in actuality made a complaint about this 
specific ‘ase. Is the colonel here? 

Colonel Murrett. Yes, sir. 

Mr. Roosrvett. Did you find that this contract that was listed as a 
small-business contract, was not a small-business contract, and did you 
make a complaint to the management ? 

Colonel Murrett. Are you referring to the list submitted by 
Republic? 
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Mr. Roosevect. Yes. 
Colonel Murrety. That list was submitted directly to the subcom- 
mittee; I have never seen it. 

Mr. Roosrvett. But this contract has been let; you must have seen 
this contract, from what the colonel just said. 

Colonel Murreti. Yes, sir. We might have seen the contract as 
such, and we might have reviewed that contract, we must have re- 
viewed it. 

Mr. Roosrvetr. Having reviewed it, you would not have approved 
it, I assume, as a small-business contract ? 

Colonel Murretx. I am only assuming, sir, that someone made a 
mistake when they typed it down. From the review that we make, if 
I may clarify that—we make a review by a group of cost analysts who 
are working for the administrative contracting officer. He reviews it 
more for the cost and the overall review of the entire program and 
system. 

Mr. Roosrvett. There, I agree with you. I think that is the nub 
of the whole thing. Actually, what you are doing is—I don’t criti- 
cize it, that is an important part of the job—you are interested in 
seeing that you get dollar value. But from the point of view of small 
business and the obligaticn that we are talking about, that this com- 
mittee is particularly interested in, there is not the machinery set up 
to make sure that the principles laid down for small business are 
being followed out in fact, ind you don’t have that check at the pres- 
ent time, as you must admit from this'one instance, a1id many instances 
which will come to life. 

Mr. Jounson. May I make a comment ? 

Mr. Roosrevetr. Yes, sir. 

Mr. Jonnson. I think the fact that Martin, Republic, or anybody 
else has made a mistake in their reporting really has nething to do 
with whether they are carrying on the program or not. 

Mr. Roosevetr. You don’t think it is 

Mr. Jounson. No, sir; I don’t. I think it is simply a mechanical 
mistake, 

Mr. Roosrvetr. A mechanical mistake that includes all these com- 
panies that are listed ? 

Mr. Jonnson. Yes, sir; I think it is quite possible. I have not 
been in this plant. I have been in the North American plant where 
they keep those records, and they have some 12,000 vendors that they 
are doing business with, and there are 2 girls keeping those records 
and they make mistakes in those reports. 

There is one thing that I want to clarify. When you speak of them 
carrying out the program, it doesn’t necessarily follow that every- 
thing that is determined to be suitable for small business is awarded 
to small business. In carrying out the program, when an item is 
determined to be suitable for small business, we consider that the 
program is being carried out if small business is given an equitable 
opportunity to compete. They may lose that business, they may not 
get it, because of their facilities, or some other reason. 

Mr. Roosevetr. Mr. Johnson, I am not objecting to that at all. 
If small business competed on any contract and didn’t make it, I 
would have no hesitancy to say that I think that large business would 
be entitled to it. What T am objecting to is where this kind of mis- 


R2346— 56——_14 









. 


204 AIRCRAFT INDUSTRY 


take crops up over and over again and you hand out figures which 
list contracts going to GE, going to the U. S. Rubber, to all the other 
ones that are listed here, as what the public is led to believe is part of 
business actually going to small business. 

We are misleading the public, and we are not doing an accurate job. 
If the mistakes are occurring, a way must be found to correct the 
mistakes. 

Mr. Jonnson. I am sure of one thing, Mr. Roosevelt, that as a 
result of these hearings there will be a real effort to correct it. 

Mr. Roosevetr. Thank you, sir. 

Mr. SeeLy-Brown. Haven’t we heard that for the last 7 years? I 
am not being critical, but I can recall similar hearings about 7 years 
ago where the same problems were brought up, almost the same an- 
swers were given, and we were assured that it would be more accurate. 

Mr. Jounson. May I say that in connection with the awarding of 
prime contracts and the purchase orders by the Air Force direct, I 
think, sir, that we are all apt to make mistakes. We awarded last 
year, over 900,000 contracts, and it isn’t possible, probably, to check 
each one accurately enough to have the necessary knowledge to quickly 
make the correction. 

Mr. Seety-Brown. I know also, Colonel Armbrust, that you have a 
system in the Air Force for the checking of all planes before you take 
one up yourself. 

C Joa Armprust. Yes, sir. 

Mr. Srevy-Brown. Now, maybe some of us sign that little yellow 
sheet more carefully than in the‘old days. But the point is, you will 
check individually before you take a plane up, you make sure the sys- 
tem you approve of is working in this particular instance. And any- 
thing we can do to encourage you to follow through that same pro- 
cedure with some of the paperwork, I know would be gratefully 
received by all of you. 

Colonel Armprust. Absolutely. 

Mr. Streep. I just want to make this one comment. In the 76 per- 
cent of the 10 percent of your procurement that you referred to, if you 
did make a few mistakes you would still have a pretty good record, 
because of the fact that small business got a lot of that business. In 
these other businesses where the big money is being spent, we get per- 
centages from 20 to 49 that small business is getting, and then we run 
into these small errors that on their fact reduce those percentages 
somewhat. 

Our interest is this, to try to pin that figure down more accurately 
so that we will know, first, what part of that program does actually 
go to the small business, and if the Rice are as accurate as we can rea- 
sonably make them, show that the percentages are too small, what steps 
could be made to increase those figures ? 

I think you can understand why we belabor this point so much, 
because we continue to get complaints from the small business com- 
munity that indicate they feel they are not getting their fair share, and 
we make inquiry, and we get reports that indicate that a large share 
is going to small business. 

We have been trying to find out why those two points of difference 
continue to persist. And having run into some of these examples 
here, we are wondering if there isn’t more than meets the eye there. 
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Anything, I think, that can be done that will clarify that and cut it 
down and make it more accurate will clear the situation up for all 
concerned. 

Do you have any further questions? 

Mr. Maness. Just one, sir. 

On the research and development contracts, Colonel, are they cost- 
plus contracts or fixed-price contracts ? 

Colonel Fuuron. The policy that we maintain in the research and 
development command is that the normal method of procurement will 
be a cost-type contract, and it generally is a cost-plus-a-fix-fee con- 
tract, or a cost reimbursement straight. Now, with the nonprofit in- 
stitutions—that is, the educational institutions—we use a straight 
cost reimbursement type contract. With the not-for-profit institu- 
tions—and I would like to clarify what a not-for-profit institutional 
organization is, it is an institution like the Armour Research Institute 
of the Franklin Foundation, we will pay them a small fee on the con- 
tract, and they are called not-for-profit because that fee which 
they receive is not distributed as a dividend or a profit to anyone, it 
is turned back into the facility to improve their technical facilities, 
their plant, or to be able to employ some individual that is outstand- 
ing in a particular field. 

Therefore, they make no profit, they are not a business. 

Now, with the business operations, primarily, we use a cost-plus-a- 
fixed-fee. I have a standard policy in the command that we will 
not use a fixed price contract without prior approval from my office, 
actually, from my desk or my deputy’s desk. 

Mr. Maness. Are there situations where you issue a prime contract 
with research and development and retain a prime contract with the 
subcontracts ¢ 

Colonel Fuuron. Yes. 

Mr. Maness.. Does the subcontractor follow the same principle or 
policy of cost-plus, or does he have fixed price? 

Colonel Fuuron. In most instances that will run into a fixed-price 
type of operation. 

Mr. Maness. Isn’t the small-business man who subcontracts from 
the prime contractor suffering a disadvantage there? 

Colonel Fuuron. It could be either way. That is the reason I try 
to eontrol a fixed-price contract, because the disadvantage could be 
to the Government, the prime contractor in our case, or to the sub- 
contractor. These particular subcontracts are watched very closely 
by the people that are administering these contracts, and where we 
place this work—because, again, it is a question of the technical com- 
petency—we place the subwork, if there is subwork, and if we place 
it in an incompetent area, we have broken our chain, the chain is just 
that much thinner on the particular ones. The subcontracting pic- 
ture is nowheres as extensive in the research and development field 
as in production. 

Mr. Maness. The committee has received complaints that there is 
no provision for relief of subcontractors on fixed contracts in re- 
search and development work with the prime contractors. 

Colonel Fuuron. I don’t know the circumstances under which the 
statement was made. I refer you to Public Law 921, which is the 
law that provides for a relief in the case of hardship or a mistake 
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in mutuality in regard to contracts, and that law is probably brought 
into execution in regard to fixed-price contracts more than im any 
other area. 

Mr. Maness. That is true, Colonel. But I am discussing the prob- 
lem of the subcontractors. 

Colonel Furron. I think you are correct on that, that 921 does not 
apply to the subcontraet-prime stuff. 

Mr. Sreep. One final question 

Colonel Futrvon. May I clarify that one point ? 

The fixed-price situation does not obtain in any great frequency in 
the prime-subcontractor structure; it operates on a cost basis, pretty 
much following the same rule of procedure that we use. However, 
when you get into the area of materials, where you can specify specifi- 
cally what it is you are obtaining under subcontract, that type of sit- 
uation lends itself to a fixed-price operation, it lends itself toa com- 
petitive situation, you can describe what you want sufficiently so that 
2 or 3 people can submit a bid on the providing of these particular items 
that you want. 

Mr. Sreep. Just to clear up one point, in this weapons-type con- 
cept, is that confined exclusively to military procurement, or does it 
go into maintenance or repair, or subsistence? The weapons concept 
is confined strictly to an end item that you procure, is that right? 

Colonel Armprust. I believe that is correct; yes. 

Mr. Srrep. Gentlemen, we want to thank you for coming here today, 
and apologize for belaboring it so much on some of these points. But 
we do appreciate your cooperation and want to thank you for being 
with us today. 

Because of the situation on the House floor and the lateness of the 
hour here, we are going to adjourn until 2: 30, assuming that the pro- 
gram in the House will permit us coming back. If, for any reason, 
we are unable to reconvene at 2:30, we will try to advise you by tele- 
phone as far in advance of that time as we can. Not having heard 
from us, I think we can assume that we will be able to sit again at 2: 30. 

We are trying to do that because we don’t like to keep you gentlemen 
unduly tied up with these hearings. We would like to finish with 
them today, if we can. I am sorry that we are in a situation where 
we do not know just what is ahead of us in the next few hours on the 
floor. But I believe the situation will make it possible for us to meet 
at 2:30. 

(Whereupon, at 11:50 a. m., the committee recessed to reconvene 
at 2:30 p. m., of the same day.) 

(Reporter’s Norr.—Session scheduled for 2: 30 p. m. was postponed 
until 10 a. m. June 29, 1956.) 
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FRIDAY, JUNE 29, 1956 


House oF REPRESENTATIVES, 
SuncomMitree No. 40n THE Atrcrart INDUSTRY 
OF THE SELECT COMMITTEE ON SMALL BuSINEss, 
Wash ington, DOC. 

‘The subcommittee met, pursuant to recess, at 10 a. m., in room 356, 
in the Old House Office Building, Washington, D. C., Hon. Tom 
Steed (chairman of the subcommittee) presiding. 

Present : Representatives Steed and Seely-Brown. 

Also present: Irving Maness, subcommittee counsel; Katherine C. 
Blackburn, Clarence D. Everette, staff members; and Victor P. Dal- 
mas, adviser to minority members. 

Mr. Strep. The committee will be in order. 

Mr. Srery-Brown. Mr. Chairman, yesterday in the examination 
of witnesses of the Air Force and the day before in the examination 
of witnesses from the Glenn L. Martin Co. and the Republic Aviation 
Corp., Mr. Roosevelt pointed out certain dise hp ies in the listing 
of large business concerns as small business concerns. This listing 
was based on information secured divectiy. ia subcontractors of 
Glenn Martin and Republic. The witnesses from th» Air Force were 
not able to shed additional light on why some of our larger business 
concerns are listed in the category of small business. 

Mr. Chairman, this is not a new problem. It is one which the com- 
mittee has been concerned about for many years. Yesterday I men- 
tioned 7 years. At that time I had memory of one specific committee 
gi House Report 1576, of the 2d session of the 8ist Congress. 

ages 7, 8,9, 10, and 11 of that report are the results of tabulations 
ma i e by the committee from a spot check of Army, Navy, and Air 
Force procurement records which show numerous large businesses as 
having been classified as small-business concerns by these agencies. I 
ask permission of the Chair to insert these pages in the transer ipt im- 
mediately following my remar ks. 

It does seem to me that in 7 years the Armed Forces would have 
adopted some method of making certain that contracts computed in 
their statistical tables as having “been awarded to small business were 
in fact awarded to small business. I think it is just as important in 
our efforts to extend subcontracting to small business that the Armed 
Forces and the prime contractors be equally certain as to the status 
of any concern which may be awarded a subcontract. 


(The pages of the committee report, H. R. 1576, 81st Cong., 2d sess., 
are as follows :) 


207 
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ARMED SERVICES PROCUREMENT 


It is not intended in this report to cover the entire subject of Government 
procurement. Space forbids such an approach to the problem. However, it is 
well to point up the fact that in the division of purchases between large and small 
business under the standards of the Selective Service Act of 1948, procurement 
officers are often in error in their tabulation. We do not believe such errors are 
in the nature of padded expense accounts; but, strangely enough, such errors in- 
cluded many giants on the small-business side of the ledger. The committee 
staff has not found an instance of a small-business institution being included in 
the large-business category. Under the Selective Service Act (Public Law 759, 
80th Cong.) a concern is classed as “small business” if “(1) its position in the 
trade or industry of which it is a part is not dominant, (2) the number of its 
employees does not exceed 500, and (3) it is independently owned and operated.” 
The committee has been informed by all branches of the armed services that 
their application of this definition is confined to the number of employees for 
use in classifying a business as large or small. No attempt is made to determine 
whether or not a business is dominant in its industry. They do now ask if the 
company with its affiliates employs 500 or less workers. This action is believed 
to have been taken because of the committee sponsored mandatory definition pro- 
posed in H. R. 4760 (see p. 20, procurement legislation). Spot checks of armed- 
services procurement records revealed numerous errors in classifying contracts 
as having been awarded to small-business institutions. Typical tabulations made 
from procurement records furnished the committee by the three branches of the 
armed services follow. 


BIG BUSINESS CLASSIFIED AS SMALL BUSINESS BY THE ARMY 


The following tabulation was made from a spot check of Army procurement 
records furnished the committee by the Army. All the contracts in this tabula- 
tion have been classified by the Army as small business. 





Com- 
Page | mod- 
No.!' | ity 

code 


|Amount 
| of con- 
tract 


Affiliate of or number of 
employees 


Commodity Name of contractor 


6 13 
6 13 
8 13 

13 18 





| Higgins Co 
| MacMillan Export Co-_-_-___- 
| U. 8. Plywood Corp 


4 | 3,000 
Fluid__- Air Reduction, 8,000 


13 19 
19 20 
22 24 
22 25 


22 26 
22 26 
26 43 
29 43 
41 58 
70 
7 70 


203 70 
211 76 
233 94 
233 94 
237 97 
239 99 
239 99 





239 99 


Dye-_- 

< )ee 
Cylinders 
Fiberglas-------.- 


Ready mixed... 


7.) =e 


Trucks. 
Hoist and bearing __ 


Drinking cups... 
Paper towels 
Services. _---- 
Electrical 
Maintenance 
Electrical 


Pure Carbonic Corp 
American Aniline 


Gladding-McBean_ 


. --| American Chain & Cable_- 
| Hercules Steel_- ‘ 
| Liquid Carbonic. - 


Arden Farms 
Cedar Green Frozen Foods 


Wilson & Co 


| Interwoven Stocking 
-| Sate Cup Oe... 3..cis 4, | 
| Hudson Pulp Paper Co-___-- 
National Cash Register Co-.|- 


Bell & Gossett 
| Great Lakes Dredge... 
| International Detrola 








| Celanese Cerp,, 23,000__- 

.| Asiatic Petrol Co_...._...-_-| 
| Taylor-Wharton 
| Owens-Corning 


| Flintkote Co 


Shell Oil. -... Set 


10, 000 


1 Page numbers identify the page in procurement records of “‘unclassified’”’ purchases furnished the com- 
mittee by the armed services during the course of the committee investigation. 
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Army procurement records furnished for period from October 1 to December 
31, 1948, showed the following for certain commodity groups: 


Lumber, wood, fabricated basic materialsa—Commodity No. 13 






Tétal procuremeNG. i. ...4. tk bed. 2 eee $5, 638, 670 










ne til hgeihdvinlaaiiekhh tsescice apes o sactieeneoes 2, 373, 524 
Cllr tar cies Gosiness: .... =... eed coe. 3, 265, 046 




















Small business received 42 percent of the contracts for lumber and wood basic 
materials. 

The Social Security Administration employment figures for March 1947 for 
the lumber industry (excluding furniture) show a total of 839,000 employees, of 
which 673,000 are employed in small business, or 82 percent, with 166,000 em- 
ployed by firms of over 500 employees, or 16 percent. 


Summary: 
Percent of contracts awarded: Percent 
Sah ESET OS eT RS ee Ee LES eee eae 42 
re Cre TRIN ee en 58 
Percent of employment of industry: 
EU Waa i i edb gc hide cb 82 


Other than small business 


Spare parts, engines, and turbines—Commodity No. 30 





Total procurement 


Srnell We oi on a anthiel eet te 169, 490 
© tial aes We ie se 29, 237, 011 


Small business received one-half of 1 percent and other than small business 
received 9914 percent of this procurement. 












Miscellaneous general-purpose industrial machinery and spare parts—Commodity 





Feral .peOCMRene ss. sens etc RH i a 736, 206 





SI a a iad nw ow cg Benen 
COE Sr re iain i Ck eccessilinenhti eis Kea 661, 652 


Small business received slightly over 11 percent of contracts awarded. 






Shoes—Commodity No. 77 
Se i i ee $2, 157, 600 










ST iii a i i heres ectictinerreneneneneetil 0 
Arr PIN-UP ad tian stereibemnias 2, 157, 600 


In the second quarter of the fiscal year 1949 small business did not receive one 
dollar in contracts for shoes, while big business received $2,157,600. 







BIG BUSINESS CLASSIFIED AS SMALL BUSINESS BY THE NAVY 







The following tabulation was made from a spot check of Navy procurement 
records furnished the committee by the Navy. All contracts shown on this 
tabulation have been classified by the Navy as small business. 


Commodity 


Compressors 


| Turkeys and chickens 
| Stee] bars 


Pump assemblies 
Fountain supplies 
Tableware 
Batteries 


| Coca-Cola 


Canned fruit 


Shoes __ 


| Cushion 


Testing equipment 


| Shoes 


Electric generator 
Jet-engine parts 
Bread 


| Electric equipment 


Food items 
Classified 


| Cotton clot! 


58 | Lighting fixtures 


Provisio 1s 

Fire extinguishers 
Food products 
Valves 

Desk cleats 


| Groceries 


Cable 

Tubing 
Refrigerators 
Provisions 

Linseed oil 

Nuts 

Groceries 

Electrical equipment 
Transformers 

Shirts 

For oil 

Milk and dairy products 
Cab heaters 

Beef 


| Snare parts 


7 | Motor generators 


Valves 

Motors 

Shoes 

Fence 

Repair parts, 
picture equipment 

Copper- 
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| Manning, 


motion- 


STRY 


Name of contractor 


American Brake Shoe Co 
Armour & Co 

Barium Steel 

Bendix Aviation 

Canada Dry Ginger Ale 
Carrollton Corp 

Cities Service Oil Co 
Coca-Cola Bottling Co_- 
Consolidated Grocery - 

: oT vddock-Terry 


I. du Pont de Nemours & Co 


E astman Kodak Co 


Endicott-Jo'mson. 
Fairbanks Morse 
Firestone Tire & Rubber 
General Baking Co 
G. E. Supply Co 
General Foods Coro 
General Tire & Rubber Co 
a Fabries, Ine_- 
Gr avbar Electric Co_ 

. J. Heinz Co 
Ww alter Kidde & Co. 
Kraft Foods 
Maxwell & Moore 
Minnesota Mining Corp-- 
Nestlé & Co 


Noma Electrie Co 
Phelps-Dodge Corp -.- 
Philco Corp 

Pillsbury Mills 
Pittsburgh Plate Glass__-_- 
Planters Nut Chocolate- 
Quaker Oats 

Radio Corp. of America 
Raytheon Corp. -- 
Reliance Manufacturing 
Socony-Vacuum Oil 
Southern Dairies 
Stewart-Warner Corp 
Swift & Co 

United Aircraft Corp 
Vickers Corp 

Walworth Co 
Worthington Pump 
General Shoe. ans 
American Steel & Wire 
Ampro Corp. 


American Smelting & Refining. 


| Affiliate of or | 


| 6,000 


| 4,625. - 
| 6,000 


| 2,67)... 
| 10,590 


| United States 


j 
i 
a 
25,700 2, 140 
Sperry Corp., 258, 450 
| General Precision, | 

| 

| 


Amount 
of con- 
tract 


number of em- 
ployees 


9,800. __ } $20, 761 
77,000......- | 14,915 
2,000 1, 057 


| 20,190... 30, 043 


3,700 } 10, 418 


|} Aveo Corp.?. wi 19, 230 


15 137 
i ; 7, 324 
4,509__- ; 12, 312 
3,751 Mh 330. 200 
75,945 _ _ 90, 809 
64,200... ..-- 142, 695 
18,900. . - — | 639, 517 
8,800. 20. |} $99,941 
: sie 674, 590 
5,000 19, 250 


| (G. E.) 197,000 25. 632 


15,437__- JA 16, 077 


| 10,449__ 30 316 
| 5,700... 98 540 
1 1,938. .- 5, 625 
| 9,000. __- 13, 810 





eee 26, 035 
oad 16, 874 


| 3,139__- 055 


8, 135 a | 742 


| Nestlé-Alimen- | 5, 000 


tane, a Swiss 
holding com- 
pany. 


| 3,500__- 56, 067 


16,505... ..-. i 31. 638 
14,000__. | 413 
5,276 _ - - f 5, OOO 
24,319. _ 550 
3,659 26, 054 
9, 000 
35 0 
5, OOS 
, 500 

5. 123 
13 

814 

§ 455 


40,282 
43,116. - 


73,000 


, 180 

43, 891 

897, 118 

71, 487 

ies 29, 335 
2,100. 


29,000 8, 006 


! Page numbers identify the page in procurement records of ‘‘unclassified’’ purchases furnished the com- 


mittee by the 
2 Aveo Corp: also owns 


armed services during the course of the eémumittee investigation. 


ACF Brill, Crosley Corp., New York Shipbuilding. 


In the summary of contracts awarded by Navy, a total of $115,096, 885 was 
shown as awarded to small business. 


A spot check of discrepancies in Navy classification shows a total of $11,119,469 


as awarded to small business. 


This check shows a 10 percent error, on a spot- 


check basis, of the total procurement awarded small business. 


The following is an example of the Navy 
to small business in their procurement of footwear. 


’s classification of contracts awarded 
It shows big business actually 


obtaining the contracts and Navy records showing small business having received 
the contracts. 

In the Navy summary of contracts awarded to small business and other than 
small business, the following summary was made: 


Total footwear contracts 


$7, 819, 865 


2, 932, 672 
4, 887, 193 
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from Navy procurement records : 





Page 
No. 
31 
44 |. Endieott-Johnson 
44 Do 
55 | General Shoe 


| 


After subtracting the total of the above four contracts from $2,932,672, the 


Firm name 


Craddock-Terry - -.---.--- a hia dees hone eatin decease ee 


Te SA eS Si ee A. 


Four contracts awarded for footwear by the Navy were selected at random 


| Number of Amount of 

| employees contract 

| 3; 751 | $330, 200° 

18, 000 475, 982 

| 18, 000 163, 535 

! 11, 500 879, 118 

een taanrneslrssc natn aad 
1, 848, 835 


aR os « = 


amount actually received by small business was $1,083,837. 


The Navy procurement records show small business receiving approximately 


37 percent of the footwear where they actually received only 15 percent. 


The above figures were taken from Navy procurement records of October 1 to 
December 31, 1948, furnished Small Business Committee by the Navy. 


The following tabulation was made from a spot check of Army procurement 


BIG BUSINESS CLASSIFIED AS SMALL BUSINESS BY THE AIR FORCE 


records furnished the committee by the Department of the Air Force. 











| 
Page 
No.! | Commodity 
rE 
5 | Aireraft hardware. ___- 
16 | Unions__-__- 
19 Development and research _- 
, eo, ee 
ey Wat 2s oe ace 
37 Coatings ‘acid__ 
42 Dynomometer- 
OF Ts I aint thik nn cadnat 
OF) eee) 22835. Se 
63 ice hin ab Acniiens canna 
63 | Gasoline.___.-_- 
77 | Bread_...-. 
80 | Silcone a 
eee ee ee ae 
86 eS can dedi 5 
99 | Cheese and salad dressing _- 
SE Pied oc ate acuneataines 
142 | Bomb shackle__.__.___..__- 
143 ircraft hardware. _-_------- 
145 align a anid 
172 | Valve assemblies-_-_--.......- | 
206 | Motor fuel__.........-....-- 
226 | Plumbing supplies_-_----_--_. 
302 | Packing paper---._.-.-.---.-- 
303A | Brake testing equipment-__- 


Self-locking nut_-____._-___.- 
I isd inch iw aiitsinteniti 
Electrical get ies opal 
ignteres oo: va. dees leis : 
Motor fuel 


1 NoTte,—Page numbers ek? 
thé eommittee by the armed serv 











Name of contractor 


| Elastic Stop Nut. Corp. ee ea 
General Precision enaatetibd 
National Lead Co-_.___._-- handle 
Romec Pump Co-....___.----.---- 


United Chromium .-__-___--...-.-- 


Adamsen United Corp. --- 


FO SE eed 7 
Seis GG isl 
NE i. sities sudan 
a ee 


Continental Baking--___........-- 
| Dewars. oc. i. oak uses 
RN an Shi cdi cece ccusss 
| General Baking ant ht etn 
| CR ORI 66a tins 5be 46-014 dn 
| Bendix Corp .__.---- ike 
Aeronca Aircraft... .....-.....-.--- 
DEP BIB ions con 5 055-5ts 
Arrowhead Rubber -_-_----.._----- 


Parker ec ca hire seed 


Caster’ OGis. os 52-22 6.22 


Crane Co___-- 


| Zellerbach Paper.-............---. 
Adamson United_.............---- 


Air Associates... _- a hatcten did me | 





| Affiliate 
number 
| ployees 


of or 





bey 4, 400. 


£ 
| National Motor 

Bearing, 6,000. 
1,200__ _- anaes 
Standard of New 
| Jersey. 


Corp., 5,900. 





Allen Dumont Laboratory........) 1,100. .....-....---- 
Elastic Stop Nut Corp__-....-.---| 1,800.__........-..-- 
Gisholt Machinery---_---_..-....--- BR task hates 
Graybar Electric... .__......_.--- bse. tadde Hdeeaeabe sous 
Herman Nelson Corp-.--.--...------ | 520. 
nel enelihelieetateta Ns | Standard of New 

| _ Jersey. 
Continental Baking_--..........-- | 13,000_ _ ._- 
oem TS Byerees oS A A Inland Steel sub-_ 


| sidiary. 


the page in procurement records of “‘unclassified’’ purchases furnished 
ices during the course of the eommittec investigation. 





All con- 
tracts in this tabulation have been classified by the Air Force as small business. 





Amount 


of em-| of con- 


211 













































































tract 


























































































































212 AIRCRAFT INDUSTRY 


Mr. Steep. We have with us today the Department of the Navy, 
Admiral Murphy and his colleagues. 

Admiral, will you proceed in any way you choose. The committee 
will be delighted to hear from you. 


STATEMENT OF J. N. MURPHY, REAR ADMIRAL, USN, ASSISTANT 
CHIEF FOR PROCUREMENT, BUREAU OF AERONAUTICS; ACCOM- 
PANIED BY J. S. TASSIN, ASSISTANT DIRECTOR, CONTRACTS 
DIVISION, BUREAU OF AERONAUTICS; J. S. PARETSKY, COM- 
MANDER, USN, SMALL-BUSINESS SPECIALIST, BUREAU OF 
AERONAUTICS; R. M. ARMSTRONG, COMMANDER, USN, AND 
R. DECKMAN, BUREAU OF AERONAUTICS REPRESENTATIVES, 
BALTIMORE, MD.; AND NEALE W. CURTIN, COMMANDER, USN, 
CHIEF OF THE OFFICE OF NAVY SMALL BUSINESS 


Admiral Mureny. Thank you, sir. With your permission, I have 
u Statement. 

I am Rear Adm. J. N. Murphy, Assistant Chief for Procurement, 
Bureau of Aeronautics, Navy Department. I am accompanied today 
by Mr. J. S. Tassin, Assistant Director of Contracts Division and 
Comdr. J. S. Paretsky, small-business specialist, both from the Bu- 
reau of Aeronautics. Also with me are Comdr. R. M. Armstrong and 
Mr. R. Deckman from the Office of the Bureau of Aeronautics repre- 
sentative at the Glenn L. Martin Co. in Baltimore. 

The Navy appreciates the invitation to again appear before your 
committee to discuss the problems of small business in the aircraft 
industry. 

In my capacity as Assistant Chief for Procurement which group in- 
cludes contracts, production, industrial planning and quality con- 
trol divisions, I feel a genuine responsibility for providing small-bus- 
iness firms with an equitable opportunity to obtain a fair share in 
both the prime and ane areas. 

In carrying out this responsibility I am guided by the Navy pro- 
curement directives and the advice and counsel I receive from Comdr. 
Paretsky, the small-business specialist, in addition to such recom- 
mendations as I receive from my own staff. 

Although Cmdr. Paretsky is assigned and reports directly to the 
Chief of the Bureau he works very closely with my group in the fur- 
therance of the Bureau’s small-business program. Through his mem- 
bership on the Navy’s Council of Small-Business Specialists, which, 
by the way, meets at least twice a month, he is in a position to assist 
the Chief, Office of Navy Small Business, in developing Navy direc- 
tives implementing our small-business program. Also, through this 
council, he is kept aware of the policies of the Assistant Secretary of 
the Navy, Material, and the Chief of Navy Material, and receives 
advice and advance information concerning proposed new directives 
and procedures. In this manner the Navy, we believe, experiences a 
minimum delay in effective implementation of new directives. 

The scope of Bureau of Aeronautics procurement includes the de- 
sign, development, and production of airframes, engines, guided 
missiles and related support equipment and material much of which 
is generally considered ay the scope or capacity of small-business 
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concerns. For this reason we place particular emphasis on the de- 
fense subcontracting small-business program. 

My contracting officers play a key role in this respect in that they 
urge, when appropriate during placement of large contracts, that 
the successful contractor adopt, if he has not already done so, this 
formalized program. 

To demonstrate the effectiveness of this action, of 108 major Navy 
prime contractors who accepted the program, 47 accepted as result 
of urging by contracting officers of the Bureau of Aeronautics. 

In regard to the control and/or supervision exercised by the Navy 
in the plants of its prime contractors, the Department of the Navy 
feels that the defense subcontracting policy adopted is a reasonable 
and workable one, and that small business will continue to derive 
increasing benefit from implementation of the policy. However, 
coordination between the Navy and prime contractors in the area of 
subcontracting is brought into being by the contractual requirement 
that Navy field offices review or approve subcontracts before they 
are let. Although review of all subcontracts is not required, many 
field offices, with the cooperation of prime contractors, are afforded 
the opportunity and make it a practice to review all of them. 

Review of subcontracts requires a consideration of each subcon- 
tract against the complete requirements of the armed services pro- 
curement regulation, which includes, of course, a consideration of the 
potential of small business to perform each subcontract. 

Such study brings the Navy representative into close daily contact 
with the prime contractor’s subcontracting personnel and systems. 
The questions and problems that arise direct inquiry into all facets of 
subcontracting. ; 

The degree of influence the Navy exercises is apparent from con- 
sideration of the facts that, under cost-type prime contracts, con- 
tractors must obtain approval from the Navy before entering into 
certain subcontracts and that the Navy representative has authority, 
and responsibility, to disapprove any unsatisfactory subcontract. 
Such disapprovals are effective as they lead directly to cost dis- 
allowances. 

Now, with regard to incentive and redeterminable-type contracts— 
while the Navy has no control provided by the contractual document 
over subcontracts, nevertheless, our field administrators are able to 
exert influence over the prime contractor’s subcontracting policy. 
This is possible by virtue of the fact that the field administrator 
makes recommendations to the contracting officer as to the reason- 
ableness of the prime contractor’s expenditures. If the adminis- 
trator indicates his dissatisfaction with subcontracting to the prime 
contractor, the latter is well aware that the administrator will also 
express this same dissatisfaction in his recommendations to the con- 
tracting officer at the time of final settlement. 

These routine procedures lead to a thorough understanding of the 
contractor’s subcontracting procedures and organization and a close 
acquaintance with his subcontracting personnel. This background 
and numerous daily applications of specific cases to the general sys- 
tem, coupled with the positive control which exists, gives the Navy 
a complete hand-in-hand relationship with the contractor in subcon- 
tracting. 
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As to the degree of coordination with the Small Business Adminis- 
tration toward aiding and assisting small business, the Navy has, in 
the Office of Inspectors of Navaf Material, designated personnel as 
industry cooperation officers who are instructed and stand ready to- 
assist the Small Business Administration upon request. . This desig- 
nated officer is the area point of contact. When a matter comes up 
which might involve the Bureau of Aeronautics representative at a 
contractor’s plant, the industry cooperation officer would immediately 
bring that officer into the picture. 

At this time, Mr. Chairman, I should like to make myself, and the: 
gentlemen here to assist me, available for questioning by the commit- 
tee. During these hearings, if we are not able to provide the specific 
information your committee seeks, we shall make every effort to pro-- 
vide it at an early date. 

If I may, Mr. Chairman, perhaps I can save you time. There was 
considerable interest in the errors found in the subcontracting or bid- 
der’s list at the Martin Co. in connection with the firms that they have 
reported on the list as small business, which were not. 

I would like to say that the Navy would certainly have liked to 
have picked this up themselves and have called it to the attention 
of the contractor so that he could correct it. However, I would like 
to say that one of the values of hearings of this sort is that frequently 
you do show us an area where we can improve ourselves. 

Now, I have done the following things. Immediately after the 
hearings at which I was an observer on the first day, I personally 
talked to Mr. Shaw, who assured me that he was, himself, going to- 
see what was the matter with this procedure in constructing the list 
as far as the determination of whether a company was large or small, 
and particularly how those errors got into that list. 

I have furthermore instructed Commander Armstrong, our Bureau 
of Aeronautics representative at Baltimore, to follow through on this 
and to assure himself that the methods of the Martin Co. in assembling 
that list and revising it are satisfactory. 

In addition to this, there is a letter in preparation which I will sign,. 
in case this situation should also be true in other places, by which I 
will call the attention of our field officers, under the direction of the 
Bureau of Aeronautics, to the fact that they should.examine—thatis, 
have examined—the contractor’s bidders’ list with a view to assuring 
themselves that the contractor has adequate procedures for establish- 
ing the fact of who is large and who is small, and that there is periodic 
revision of this list. 

Mr. Sreep. Admiral, in some of our other hearings in the matter of 
trying to get as near an accurate percent of the prime contracting to 
subcontractings as possible, has come up over and over again, and 
some of the companies were able to show that in major subcontracts 
that the subcontractor, in the same role as the prime contractor, did, 
in fact, put out a lot of the subcontracts to small business. And some 
of them had done a pretty good job of working up their records on 
that, so that they could tell us more accurately than we have been able 
to get here, just what the ultimate final end result in dollars to small 
business resulted from the prime contract from beginning to end. 

In fairness, I think we can assume—there has been some reference 
made to it here—that perhaps the percentage of the dollar going to 
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small business would improve for both Republic and Martin if they 
followed through on which second stage subcontracts to small business 
were included in these figures. And I wanted to make that clear today, 
that we realize that when we are talking about these first percentages 
we are talking about a very restricted and a very cold percent and it 
doesn’t actually give the true picture of how much of the defense dollar 
ultimately gets in the hands of the small-business people. 

I realize, also, that you have many major procurement tasks to 
perform, and that aircraft procurement is only one of them. In the 
field that would be more or less identified as your aircraft activity, 
what percent of your procurement dollar in that area goes into prime 
contracts for material like your airframes, and that sort of thing, and 
what percent would be in the field of direct prime contracts to small 
business ? 

I believe the Air Force yesterday said that about 10 percent of that 
procurement was direct, where many of those prime contracts went to 
small business, as against the contracts they make with the large air- 
craft companies. 

Admiral Mureny. As I understand it, Mr. Chairman, you are inter- 
ested now in the Bureau of Aeronautics, as to how much the Bureau 
itself puts in prime contracts to small business? 

Mr. Steep. Yes, sir. 

roy Murrny. Commander Paretsky, I think, has the statistics 
on that. 

Commander Paretsxy. Through May of fiscal 1956 we have broken 
our statistics categorically into aircraft engines, guided missiles, elec- 
tronic instruments, armaments, facilities and miscellaneous, which 
would include such things as photographic, maintenance equipment, 
and the like. Of the total dollars, 82 percent go for airframes, engines, 
or guided missiles. 

Mr. Steep. That is what is referred to as major items? 

Commander Paretsxy. Yes, sir. 

Shall TI elaborate on that a little further? 

Mr. Steep. Yes. 

Yommander ParetsKy. We therefore say that 18 percent remain in 
the general area of capability for small business, which would include 
electronics, armament and the like. 

A total of 13.1 percent, or $32 million of that was in a general area 
-of capability which we consider specifically within small business’ 
capability. And of that, 84.8 percent was actually awarded to small 
business. 

Mr. Srety-Brown. 84 percent of 18 percent ? 

Commander Paretsky. 84 percent of 13 percent, sir. 

I thought T made that clear, Mr. Seely-Brown. However, I should 
go a little further to say that many of our requirements are procured 
for us through the Aviation Supply Office and the Naval Purchasing 

‘Office, Washington, both of which are considered field activities of the 
Bureau of Supplies and Accounts. 

For example, at the Aviation Supply Office, all of their dollars are 
essentially dollars which have been assigned to the Bureau of Aero- 
nauties budget. And this year, to date, we have sent approximately 
‘$50 million worth of procurement to the Naval Purchasing Office in 
Washington. Our total statistics for last year indicated that 56 
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percent of the procurement we sent to the Naval Purchasing Office, 
Washington, was awarded to small business. 

The point is that where Congress would like for us to advertise as 
much as we can, we are doing exactly what Congress desires, and those 
figures, unfortunately, did not reflect in our own. 

Mr. Sreep. I think also, in the interest of fairness and accuracy, 
that we should also repeat here that even after you have set up an 
item as eligible for small business, that it doesn’t follow that small 
business always gets the contract, because many times they do have to 
compete with big business in the specific bid. 

Commander Paretsxy. That is correct. 

Mr. Streep. And, of course, quality and price become a very impor- 
tant factor in how you make the award. 

Commander Paretsky. Yes, sir. 

Mr. Streep. That, of course, would have the effect of cutting down 
the percent of the total dollar going to small business. And I think 
it will be made clear through the hearings that that also follows in 
the case where the prime contractor sets up work for subcontracting 
that frequently small business and big business do compete with each 
other for specific jobs. 

Commander Parersky. Yes, sir. 

Mr. Steep. Mr. Seely-Brown ? 

Mr. Srety-Brown. Admiral, the question I had is this. In view 
of the program which you outline here—which certainly looks as fool- 
proof a program as you could establish—weren’t you surprised to 
hear the testimony of Martin ? 

Admiral Murruy. Somewhat. 

Mr. Seety-Brown. I say that in a fair sense, please don’t misunder- 
stand me. 

Admiral Murpuy. I frankly do not feel that the actual effect on 
this subcontracting program has significantly—I don’t believe that 
the actual effect has been significant. Obviously, the statistics, as 
Mr. Roosevelt pointed out, have been affected. However, anytime 
that we have an indication that we are not reviewing adequately an 
area such as was submitted to the committee, I feel it is worthwhile 
to have our field representative take a look at that area of the purchas- 
ing system of the prime to see if there is any other indication of any 
weaknesses there. 

Mr. Seety-Brown. I am guessing, but I would guess that the area 
is a 10 percent error or more, and I would guess it is actually more 
than 10 percent. It seems remarkable that with the checks and bal- 
ances you have outlined here that an error of that size, even in the 
reporting, would have slipped by—though actually you have no re- 
sponsibility whatever in the preparation of that statistic. 

Admiral Murpny. That is correct. 

Mr. Srety-Brown. But I would be interested in seeing what your 
own statistics on the same number of contracts for that same firm 
would show. Would you have statistics on that firm from your point 
of view or your report on the contracting system? And oe many 
contracts they were awarded ? 

Commander Parersky. Sir, normally we would accept the figures he 
provided. And as the admiral outlined, we are interested in in- 
vestigating the method of arriving at those figures. 
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However, up to this point we have received: from these companies 
voluntary information concerning statistics. However, of the com- 
panies who accepted the program—and they are a majority of the 
companies, and practically all in the aircraft industry—they will 
submit a standardized report commencing fiscal 1957. And I believe 
after the first 6 months of fiscal 1957 we should get an excellent idea 
from a standardized report from the aircraft industry. 

Mr. Srety-Brown. The thing that still sticks in my mind—and I 
don’t want to belabor the point—is that if you accept their word for it, 
is that in fact carrying out the various directives under which you 
operate? Do not those directives require somewhere in them a more 
positive check by yourselves, other than the approval of the overall 
system ? 

Commander Parersky. In as far as the statistics themselves are con- 
cerned, sir. ‘The inspection of the program is something for which we 
should satisfy ourselves. However, resultant statistics are something 
else. They may be of interest. However, they are not actually ex- 
tremely important. 

Mr. Sre.y-Brown. Do you ever take the time to go down through 
X number of contracts at that plant and find out if X number of con- 
tracts are meeting the requirements which you have set up? 

Admiral Murruy. I would have to say that we have not, except on 
an occasional spot-check basis, attempted to do this. What was re- 
vealed here the other day, though, has suggested that all of our Bureau 
of Aeronautics representatives are going to make a more careful check 
into this. And I do feel that by and large the system is good, that 
within the available resources that we have, we are doing a good job. 
Much of our work has to be on a review basis, when an occasion is 
indicated that calls for the review—and as I have said, when you get 
evidence like this of errors, then we will take a look at all the Bureau 
of Aeronautics cognizance plan. 

Mr. Srety-Brown. What discourages me is the fact that it was 
nearly 7 years ago, I think when we started checking into this, and we 
went through the Army and the Navy and the Air Force on this small- 
business procurement program, and about. the same errors came up 
then. At that time all the departments indicated that they were going 
to do something about it, and I am sure they tried to. I am sure we 
may pose an impossible burden of redtape on you, and get mad at you 
for your redtape, and then insist that you follow it. 

So, it is a two-way street we walk down. But it just seems un- 
fortunate that we end up several years later with about the same 
mistake, or possibly an even greater mistake still going forward. 

Now, what we want to do is try to help you to correct the errors. 
We don’t want to impose on you an impossible job. By the same 
token, the record indicates that the error still continues. And I am 
wondering what we can do to help you in correcting it. 

Admiral Mureny. It is my opinion that what has been mentioned 
here before would be a very good thing if it were within the resources 
of the Small Business Administration, perhaps, to do it, which was 
to have a master catalog of firms that they consider small business and 
that would then be a standard list. That list would be used not 
only by our prime contractors, but first-tier subcontractors and the 
various services. 
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Mr. Seety-Brown. Then we would have just one person to point the 
finger at rather than pass it around ? 

Admiral Mureny. Then, presumably, there would be a periodic 
correction of that list, and we would have the master list. 

Mr. Srety-Brown. Thank you. 

Mr. Sreep. One of the reasons we belabor this point is that even 
though we get the figures down to where they are accurate and very 
reliable, it might not actually result in any different benefit to small 
business, but it seems to us that small business is getting, perhaps, less 
than we have been led to believe that they get out of shee defense 
dollars, and if we have the picture accurately, to say the least, it keeps 
us from becoming complacent in the assumption that they are doing 
all right in getting their fair share. By getting them accurately it 
might show that there is still room for i improvement in the percentages 
by making even a greater effort to funnel more work into the hands of 
small business. 

Of course, we say that realizing that in procurement price and 
quality does primarily have a very heavy influence, and we don’t want 
to insist that small business get it when it is not competitive. We 
realize that you have no limit in which to operate. And that problem 
isn’t just as simple as to say that we would like to have small business 
get X number of dollars of the business. 

But it seems to me that all through the program everyone has 
accepted the recognition of the fairness of efforts to help small business 
in this program. And with the setup that we have, perhaps more 
accurate screening and more effort all along the line could improve the 
situation without any undue increase in the cost or other handicaps. 

The plant that I have been through, even as a layman, I can realize 
that it is a pretty complicated thing, and it is not easy todo. Asa 
matter of fact, there have been times when I was surprised that small 
business got anything out of some of these plants, when you saw what 
some of the requirements of the work were. 

In other fields of procurement which the Navy has which do not come 
directly under this subeommittee’s interest—for instance, in the con- 
struction of large naval craft—what is the picture in small business as 
comnared to the aircraft side of it? 

Admiral Murreny. Mr. Chairman, I would rather not try and answer 
that mvself here, but Commander Curtin, who is the Chief of the 
Navy Small Business, is here, and perhaps he can answer that. 

Commander Crrt. T am Commander Curtin. I am Chief of the 
Office of Navy Small Business. 

I fee] that we have a good subcontract program. During the past 4 
years we have made informal surveys of our major prime contractors. 
‘And we have found through the surveys that an average of around 20 
percent of the prime contractor’s dollar was being placed with small 
business firms at the first-tier subcontract level. 

Now, this survey included the aircraft companies, the shipbuilding 
indnstry, the ordnance activities, and also the construction contracts. 
And the overall total, that is. throwing the different types of industries 
into 1 subcontract survey, we came up with an overall figure of ap- 
proximately 20 percent. 

However, in 1955, when the aircraft industry plane schedules were 
stretched out, as far as the Navy was concerned, that percentage went 
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down to approximately 16 percent. However, during this past year 
it came up to 17 percent. 

I would like to say that in regard to the Glenn L. Martin Co., I have 
visited there; I have talked with Mr. Shaw, their vice president; I 
have talked with Mr. Carter, who has charge of their subcontract 
operations.. They have given us subcontract figures for the past 4 
years. I feel that their figures are in line with those of other aircraft 
companies that have given us the subcontract figures on a volun- 
tary basis. 

Up to this time the only requirement they had to subeontract was 
a clause that was in their prime contract whereby they accepted the 
program of the military department to subcontract small business to 
the maximum extent possible which would be consistent with the eco- 
nomical performance of their contracts. However, beginning on the 
ist of July 1955, that program became a formal program, and the 
Bureau of the Budget approved a standard subcontract report form 
which will be used by more than 137 Navy prime contractors who 
have accepted the defense subcontracting small-business program. 
They will submit these reports to us on a standard and uniform basis. 
And I feel that the figures that we have used and reported during the 
past years will be verified on a formal basis, where, up to this point, 
they have been given to us on an informal basis or purely on a vol- 
untary basis. 

Now, the subcontract operations of the prime contractors most 
usually cover the type of work that goes to a general machine shop. 
It covers either castings or foundry work, or, say, electronic materials, 
or just the common supplies that are used by the plant—items such 
as the large wing sections, engines, hydraulic systems, and a tail sub- 
assembly—as a rule they are placed’ with large business. 

Mr. Chairman, I feel at this time, up to this date, that the major 
primes have done very well working with us, and that they have given 
us their full support and cooperation. But I am certainly sorry that 
there was a mistake made in the Glenn L. Martin figures given to 
your group. However, I do feel that they are in line with those of 
the other companies. 

Mr. Streep. May I ask you this question: This new form, de you 
think it furnishes you the safeguard you need so that in subcontracting 
totals it will clearly separate small business, small-business contracts 
and large-business subcontracts, so that this same error will not be 
made? If you use the total, of course, that is one thing. If yeu have 
the list of the subcontractors, then you could determine whether one 
had been listed on the wrong side of the ledger or not. Now, what 
does your form provide in that regard ? 

Commander Currin. First, I would like to tell you how the pro- 
gram works. The Bureau of Aeronautics places a million-dollar 
contract, for example. The contracting officer, when he places that 
contract, urges the Glenn L. Martin Co., we will say, to accept the 
program. They say, “Yes, we will accept the program.” Then the 
small-business specialist in the Bureau of Aeronautics will write to 
the Glenn L. Martin Co., and will tell them, “I will do everything I 
can to help you establish this program.” After the program has been 
put into operation by the prime contractor, the Bureau of Aeronautics 
small-business specialist, will then visit the contractor's plant with 
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the Bureau of Aeronautics field representative for the purpose of 
checking the program. A checkoff form is used by the Bureau of 
Aeronautics small-business specialist and the Bureau of Aeronautics 
field representative, for evaluating the Glenn L. Martin plant defense 
subcontracting small-business program. The eight major points of the 
defense subcontracting small-business program are checked off. The 
Bureau of Aeronautics returns the evaluation checkoff list to my 
office for review to make sure that they are on the right track. That is 
what Admiral Murphy spoke about when he said that his Bureau 
would look into the brent L. Martin plant to make sure that the eight 
points of the defense subcontracting program were being carried out. 
This includes the maintaining of records showing as to each prospec- 
tive subcontracting on the source lists whether or not it meets the defi- 
nition of a small-business concern. 

Then, on a semiannual basis the prime contractor is required to 
submit to the Navy a report of the dollar value of contracts that they 
received from the military departments, as well as dollar value of the 
subcontracts received from other prime contractors who have a de- 
fense contract. 

From their accounts payable they also report all the dollars that 
were paid out to both large and small business firms. ‘This report is 
forwarded by the prime contractors to the Bureau of Aeronautics for 
transmittal to my office. The percent of dollars awarded to small 
business is determined by dividing the military subcontracts and pur- 
chase payments by the dollar value of defense prime and subcontracts 
received by the contractor. 

I do feel that we will have a very effective program, Mr. Chairman. 

Mr. Srety-Brown. Commander, could I ask you a question regard- 
ing the first statement you just made in this last presentation of yours. 

Do I understand you to say that a form has now been prepared by 
the GAO? 

Commander Curtin. No. The Bureau of the Budget. It was ap- 
proved on May 18, 1956. 

Mr. Srety-Brown. And does that apply to both the Army, Navy, 
and the Air Force? 

Commander Curtrn. Yes, sir. 'That was done on the basis of the 
Army, Navy, and Air Force. And my opposite members in the Army 
and the Air Force are doing the same thing I am doing. It is a joint 
effort. And also, Mr. Congressman, one of the main things is that 
the prime contractor only has to déal with one of the military services. 
And that determination is made as to which service has the industrial 
mobilization planning cognizance for that plant. 

In the case of Glenn L. Martin, the Navy has the industrial mobil- 
ization responsibility for the plant. 

Mr. Srety-Brown. One last question, and that is, do you, by any 
chance, happen to have with you one of those forms? 

Commander Curtin. Yes, sir, I do, sir. 

wo enna) Could we have it before you leave, for our 
record ¢ 
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Commander Curtin. Yes, sir. rd 
Mr. Chairman, may we place that in the record at this point? 
(The form referred to is as follows :) 


Number : 4100.28 
Date: June 13, 1956 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject : Semiannual Reports of Companies Participating in Defense Subcontract- 
ing Small Business Program (DD Form 1140). 
Reference: (a) Department of Defense Instruction 4100.20, “Department of 
Defense Small Business Subcontracting Policy,” April 19, 1955. 


I, PURPOSE 


The purpose of this Instruction is to prescribe reports that will provide informa- 
tion on subcontracting and other purchasing from small business concerns by 


military contractors conducting Defense Subcontracting Small Business 
Programs. 


Il, APPLICABILITY 


All business concerns which establish and conduct a Defense Subcontracting 
Small Business Program, as provided for by reference (a), will be requested to 
provide information semiannually on DD Form 1140, relating to subcontracting 
and other purchasing from small business, in accordance with the instructions 
printed thereon. The military department which has cognizance of the Defense 
Subcontracting Small Business Program of a concern will designate a repre- 
sentative of the department or agency who will arrange for reporting by the 
business concern, including the determination of the indentity of the reporting 
subdivision, if any, and will supply to the business concern the DD Form 1140 
and instructions for preparing the reports. 


Iil. DEFINITIONS 


A. A small business concern is one which is not dominant in its field of opera- 
tions, and which, including its affiliates, employs fewer than 500 employees; any 
firm certified to be a small business, by the Small Business Administration, is to 
be accepted as such. 

B. For the purpose of this Instruction, the term “military subcontracts and 
purchases” refers to procurement by. a business concern (including nonprofit 
organizations) of any article, material, or service entering into the performance 
of a military supply, service, or facilities contract received by that business 
concern from a military department or another government agency concerning the 
requirements of a military department, or from another business concern. 


IV. REPORTS REQUIRED 


A. A business concern participating in the Defense Subcontracting Small Busi- 
ness Program will be requested to submit three copies of the semi-Annual Report 
on DD Form 1140 to the representative of the military department having cog- 
nizance of its program. Reports will be submitted to only one military depart- 
ment or agency. Reporting concerns are requested to submit the report for 
the January-through-June six-month period by August 30, and the report for the 
July-through-December six-month period by March 1. 

B. The first reports under this Instruction are to cover subcontract and 
purchase payments in the six-month period from July 1, 1956, through December 
31, 1956. 

C. The representative of the military department having cognizance of a partic- 
ular business concern in connection with the Defense Subcontracting Small Busi- 
ness Program shall make all necessary arrangements with the cooperating firm 
(or the reporting subdivisions of the firm) for the reporting on DD Form 1140. 
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D. Each military department receiving. reports from cooperating business 
concerns on DD Forms 1140 will prepare and submit in duplicate to the Assistant 
Secretary of Defense (Supply and Logistics) a summary report based on the 
DD Form 1140 received from reporting contractors. The summary reports will 
be submitted in accordance with Format A (Enclosure 3). The due date of the 
submission of the summary reports for the July-through-December six-month 
period will be 20 March, in order to make current data available as early as 
possible for use in Congressional hearings. The due date for the submission 
of the summary reports for the January-through-June six-month period will be 
October 15, in view of the unusually heavy burden on departmental reporting 
activities at the end of a fiscal year. 

BE. In addition to and accompanying the summary reports, one copy of the 
DD Form 1140 submitted by each reporting unit is to be forwarded to the 
Assistant Secretary of Defense (Supply and Logistics) with identifying informa- 
tion to be provided in accordance with special instructions (Enclosure 2). 


Vv. RECORDS 


Records shall be kept by the military departments as to the results achieved 
in urging specific business concerns to establish Defense Subcontracting Small 
Business Programs. Also, records should be maintained recording the adequacy 
of the business concern’s Defense Subcontracting Small Business Program, 


VI. REPORT CONTROL SYMBOL 


Report Control Symbol DD-S&L(SA) 267 is assigned to the reporting require- 
ments of Section IV D and EB of this Instruction. 


VII. IMPLEMENTING [INSTRUCTIONS 


It is requested that three copies of departmental implementing instructions 
issued in connection with this Instruction be furnished to the Assistant Secretary 
of Defense (Supply and Logistics) prior to issuance for review and approval. 

T. P. PIKE, 
Assistance Secretary of Defense 


(Supply and Logistics). 
Enclosures (3). 





4100.28 (Encl. 1) 
Jun 13, 56 


DEFENSE SUBCONTRACTING SMALL BUSINESS PROGRAM 1. DATE OF REPORT Troem Approved 
SEMIANNUAL REPORT OF PARTICIPATING COMPANIES Budget Bureau No. 22-R163 
"Retiey Sonseie eo pT ah Oe gmS « Sarai? £ ato 
e) 


Sa. NAME OF COMPANY, PLANT OR DIVISION COVERED 


4. NAME OF COMPANY IF DIFFERENT FROM ITEM Se 


7. COMPANY Is | |LARGE CONCERN 


8. MILITARY SUBCONTRACT AND PURCHASE PAYMENTS TO: 
(a) SMALL BUSINESS CONCERNS 


(b) @USINESS CONCERNS 


ADORESS (No., Street, City and State) 


-)§ ADDRESS (No., Street, City and State) 


[ |sMaci CONCERN 


AMOUNT (in thousands of dollara) 


CUMULATIVE PERIOO 
| 
b 


CURRENT PERIOD 





(e) TOTAL (Line (a) plus (b)) 


©. SMALL BUSINESS SHARE (Percent of receipts paid to 
emall business; line 8a divided by line 9c) 


lle. TYPED NAME & TITLE OF COMPANY OR SUBDIVISION LIAISON OFFICER 


DD. is. 1140 


5. SIGNATURE 


GENERAL INSTRUCTIONS 


1. This report is to be submitted semi-annually by all De- 
fense Contractors maintaining DEFENSE SUBCONTRACT- 
ING SMALL BUSINESS PROGRAMS. The regert periods 
are the firet six month= and the lest cix months of each 
caleaiar yeer. Each semi-annual report showld be sub- 
mitted by the contractor in triplicate to the designated re- 
presentative of the cognizant military proc wement agency 
only, not more than sixty (60)days after the end of the 
report period. Data pertaining to individualcompanies will 
be treated es confidential, for use of appropriate Depart- 
ment of Defense perseanel only, except when otherwise 
authoriged by the reperting concern or subdivision. 


2. All reporte are to be prepared on the basis of payments 
andreceipts a8 distinguished froma “commitments” basis. 


3. To the extent possible in preparing these reports mili- 
tary business should be segregated from commercial busi- 
ness, and the sepert should be made on the Lesis of the 
former onby. Where such segregation is impractical, either 
for the bupiness of the reporting company or subdivision 
as a whole or with regard to procurement or sales of 

certain items commonly used by both military andi indus- 
trial users or with respect to stock items and materials, 





feports mey be prepared on the basis of the estimated 
milit zy share of such unsegregated military and non- 
militery business. Estimated date will be nentified as 
such in a footnote. 


4. Each reporting company, division or plant will report 
the required information for the reporting unit as a whole 
on the basis of the total “mix” of defense business, (e.g., 
Expenditures for subcontracting work will not be segre- 
gated as between subcontracts under prime or under swb- 
contracts, nor ag between su>contracts arising from work 
for the Army, Navy or Air Force, nor as between con- 
tracts with relatively high or relatively low expenditures 
to receipte ratio.) The share stated as going to small 
business, in line 10, is thus en average percentage for 
all military work handiet. 


5. The reporting company, division or plant muy accept 
the representation of e supplier that it is a smell busi- 
ness under Definition 1. 
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SPECIFIC INSTRUCTIONS 


ITEM 1 - Enter date of submission of this report. 


ITEM 2 - Specify the military department and/or a- 
gency which established these reporting arrange- 
ments, and its designated Small Business Subcon- 
tracting Representative. 


ITEM 3 - Assign numbers serially to each semi- 
annual report, starting with No. 1 for the first re- 
port of the reporting unit. 


ITEM 4 - Enter the endirg date of the period 
covered by this report. 


ITEM 5 - Enterthe name of the reporting Company or 
subdivision thereof (e.¢., division or plant) which is 
covered by the data submitted. 


ITEM 6 - If the report is for a Division, Plant or 
other subdivisior. of a Company, enter the name of 
the Company of which the reporting subdivision is 
a part. 


ITEM 7 - Check whether the Company designated in 
item 5 or 6 is a small business concern (s.e Def- 
initions) or a large business concern. 


COLUMN a - Enter the data for the six-month period 
of this report only. 


COLUMN b - Enter in the caption of this column the 
beginning date of the cumulative report period com- 
prising the current and all prior reporting periods. 


ITEM 8 - Enter the net amount (in thousands of dol- 
lars) of payments made by the reporting organiza- 
tion to small and large business concerns respec- 
tively for military subcontracts and purchases. 


ITEM 9 - Enter the net amount (in thousands of dot- 
lars) of payments received by the reporting organi- 
zation under military prime contracts and under 
subcontracts received from other companies for 
military supplies and services. 


ITEM 10 - Enter the percentage quotient of line 8(a) 
divided by line %c). 


DEFINITIONS 


1. SMALL BUSINESS CONCERN - A smaii business con- 
cern is one which is not dominant in its field of opera- 
tions and which, together with its affiliates, employs 
fewerthan 500 employees; uny firm certified tobe a small 
business Ly the Small Business Administration is to be 
accepted as such. 


2. MILITARY SUBCONTRACTS AND PURCHASES - Mil- 
itary subcontracts and purchases as used herein means 
procurement by a business concern (including non-profit 
organizations) of any article, material or service enter- 
ing into the performance of a military supply, service or 
facility contract received by that business concern from 
e military department or another government agency pro- 
curing the requirements of a military department, or from 
another business concert. Procurement of Experimental, 
Developmental and Research work is to be included. 


3. MILITARY SUBCONTRACT AND PURCHASE PAY- 
MENTS - Military subcontract and purchase payments will 
include all disbursements (net, after refunds or adjust- 
ments) to a supplier of subcontracted or purctased arti- 
cles, materials or services as defined in 2 above. 


The reporting unit may elect to report onthe basis of bill- 
ings from suppliers (with appropriate adjustments for dis- 
counts, refunds, price changes, etc.) provided that the 
date are appropriately identified as such in the report. 
The same basis is to be used in ali reports submitted by 
che reporting unit. 


4. MILITARY CONTRACT RECEIPTS - Military contract 
receipts will include all amounts (net, after refunds, die- 
counts or other adjustments) received from military de- 
partments, other agencies procuring military requirements, 
of from business concerns for articles, materials or ser- 
vices entering into the performance of a military supply, 
service or facility contract. The reporting unit may elect 
to report on the basis of billings to ordering agencies and 
concerns (with appropriate adjustments for discounts, re- 
funds, price changes, etc.), provided that the dete are ap- 
propriately identified as such in the report. The same 
basis is to be used in all reports submitted by the report- 
ing unit. 
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4100.28 (Encl. 2) 
June 13, 56 


INSTRUCTIONS FoR SpectaL Entries on DD Form 1140, Sem1-ANNUAL REPORTS OF 


COMPANIES PARTICIPATING IN THE DEFENSE SUBCONTRACTING SMALL BUSINESS 
PROGRAM 


GENERAL 


Two special entries will be put on the DD Form 1140 before forwarding the 
copy to OASD(S&L): (1) a Reporting Unit Indentification Number, and (2) 


a designation of the predominant type of military item or service supplied by the 
prime contractor. 


SPECIFIC INSTRUCTIONS 


1. Reporting Unit Identification Number 


Each reporting unit will be given a permanent identification number which 
will have to be assigned centrally in each department in order to avoid duplica- 
tion. The number will be prefaced by a department identification, i. e., A for 
Army, N for Navy, AF for Air Force. 

The number will consist of seven digits, the first five being a number assigned to 
the parent corporation or company, the last two being used to designate separate 
reporting units within the parent corporation or company. Thus, an independent 
company, or multi-unit company reporting for all units in one report, if under 
Army cognizance will have a number such as A-00001-00, whereas two or more 
reporting units within a multi-unit company would carry numbers such as 
A-00001-01, A-00001-02, etc. 

The Reporting Unit Identification Number is to be entered in Item 6a of DD 
Form 1140 both on the OASD(S&L) copy and the copy used by the military 
departments for statistical purposes. The number is required in the latter case 
to permit compilation of columns (b) and (c) of the summary report to 
OASD (S&L), which are for identical reporting units in different periods, in 
accordance with Instructions (Enclosure 4). 

If a reporting unit drops out of the program, the number which had heen 
assigned to it will not be used again. 


2. Principal Kind of Military Items 


It is requested that the military department enter on each DD Form 1140 the 
three-digit DOD Procurement (Claimant) Program Code of the principal kind of 
military items or services being supplied by the reporting unit, in the space 
between the form number and the General Instructions on the face of the report. 
(Procurement (Claimant) Programs are defined in DOD Directive 4000.7, of 
August 21, 1952.) For reporting units which supply more than one type of item, 
specify the code for the principal or predominant type. In some cases it may 
be necessary for the departmental representative who makes the arrangements 
for reporting to consult with the reporting unit in making this determination. 

The Procurement (Claimant) Program Code will be entered on the copy of 
the DD Form 1140 which is forwarded to OASD(S&L), as well as on the depart- 
mental copy which is used for statistical purposes. 
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DD-S&L(SA)267 Jun 13, 56 
DEFENSE SUBCONTRACTING SMALL BUSINESS PROGRAM 


SUMMARY OF REPORTS OF PARTICIPATING UNITS 
Military Department or Agency Current Period Ending Date 


= gt a. eaten 
All Revorting Identical Reporting 


Line en Units Units 
No. : Current Ourrent Preceding 
Period Period Period 
(a) (b) (c) 


SECTION J REPORTS FROM LARGE BUSINESS CONCERNS 


(1) Number of Reporting Units 
(2) Number of Companies Represented 


MILITARY SUBCONTRACT AND PURCHASE PAYMENTS TO: 





(3) Small Business Concerns 
(4) Large Business Concerns 
(5) Total (Line (3) plus (4)) 
MILITARY CONTRACT RECEIPTS FRAY: 
(6) Military Procurement Agencies NOTE: There will be no 
(7) Business Concerns entries in Columns (b) and 
(8) Total (Line (6) plus (7)) (c) in the first report, 
SVALL BUSINESS SHAPE Wek .clhees Ga Gee 
(9) Percent of Tote] Receitt December 1956 period. There- 
9 Cadue'S & tame S « iD8) after, include in Columns 
ake at © (b) and (c) summary data for 
JON IJ REPORTS ¥RQt SMALL BUSINESS CONCERKS those units which have sub-- 
sai , mitted revorts for both the 
(10) Number of Reporting Units current and the preceding 
(11) Number of Compenies Represented period. 
MILITARY SUBCONTRACT AND PURCHASE PAYMENTS TO: 
(12) Small Business Concerns 
(13) Large Business Concerns 
(14) Total (Line (12) plus (13)) 
MILITARY CONTRACT RECEIPTS FROM: 
(15) Military Procurement Agencies 
(16) Business Concerns 
(17) Total (Line (15) plus (16)) 
SMALL BUSINESS SHARE 
(18) Percent of Total Receipts 
(Line 12 # Line 17 x 100) 
Date Typed Name and Title. 
Signature 
875663 


Mr. Maness. Admiral, it was stated yesterday and inferred today 
that if the Small Business Administration created a master list, it 
would probably prevent these errors from creeping in. Isn’t it a fact 
that the Goodrich Co., the Kaiser Co., the United States Rubber, would 
not be found on that list ? 

Admiral Murrny. Or course, sir. The fact that—and I have this 
only from the testimony that was given before the committee, because 
we have not seen the list that was submitted to the committee—the ap- 
pearance on that list of B. F. Goodrich Co., of Akron, Ohio, and the 
classification of that as a small-business concern, is an obvious error. 
And that is all I can say about it. 

Mr. Steep. Admiral, do you have any further comment you would 
like to make for the committee, or does any of your group ? 
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Admiral Murrry. No, sir. 

Mr. Streep. Well, on behalf of the committee, I want to express our 
appreciation for your coming here. We are sorry we dragged this out 
and made you wait so long, but we do appreciate your patience and 
your cooperation. And we hope that somewhere along the line maybe 
we can help you and help small business, too. 

Admiral Murruy. We thank you very much, Mr. Chairman. 

Mr. Steep. The next witness will be Mr. Hipkins of the Small Busi- 
ness Administration, and any colleagues he may have with him. 

Mr. Steep. You may proceed in your own way, Mr. Hipkins. 


STATEMENT OF DONALD A. HIPKINS, DEPUTY ADMINISTRATOR 
FOR PROCUREMENT AND TECHNICAL ASSISTANCE, SMALL 
BUSINESS ADMINISTRATION; ACCOMPANIED BY THEODORE 
WAALE, ROSS DAVIS, AND THEODORE HAUGH 


Mr. Hrexrns. Mr. Chairman and members of the committee, it is a 
pleasure for me to appear before you today. Iam Donald A. Hipkins, 
Deputy Administrator, Small Business Administration, and in charge 
of the procurement and technical assistance program of that agency. 
I have with me Mr. Theodore Waale, Mr. Ross Davis, and Mr. Theo- 
dore Haugh. 

The Small Business Administration provides assistance to small- 
business concerns in participating in Government purchases of sup- 
plies and services and in related subcontract opportunities, as well as 
assisting in helping small concerns in production, management, and 
financial problems. 

Thousands of well-qualified small companies have found Govern- 
ment. contracting and subcontracting profitable. Although many 
small companies hold prime contracts with the Government, subcon- 
tracting is often the most practical way for them to share in Govern- 
ment business. Many major purchasing agencies encourage their 
prime contractors to farm out work to small business wherever prac- 
tical: Subcontracting is possibly closer to ordinary commercial work 
than is prime Government contracting. 

In this area, small concerns deal directly with the prime contractor. 
Because of the varied procurement policies in industry, it is necessary 
that this agency consider subcontracting as a dual problem. First, it 
becomes necessary for this agency to review and record production 
facilities of small firms and to act in an advisory capacity in selecting 
prime or subcontract items to be produced for the Government, and 
which fall within the capabilities of that firm. In addition, we must 
then advise the company of the most probable source for prime and 
subcontracts, 

Our second function is to contact the major prime contractors to 
review their procurement policy and to determine the items most suit- 
able for subcontracting, as well as the particular items for which the 
contractor may desire new or subcontract sources. When these two 
purposes have been completed, it is then ag of our operational pro- 
cedure to arrange for the qualified small firms of which we have 
knowledge to personally contact the appropriate officials of the prime 
contractor so that final arrangements can be completed. We thereby 
perform assistance to both the prime contractor and the potential sub- 
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contractor, which will promote greater efficiency for both. Because 
of the complexity involved in this program, it is necessary that the 
majority of the contracts be made by personal visits, which are ac- 
complished by staff members of our field offices. 

any of the prime contractors have established liaison officers for 
this purpose. Through these contacts, our field offices are able to 
accumulate and maintain current information on specific subcontract 
opportunities. 

During the past year, the Small Business Administration has con- 
tinually worked with the Department of Defense and the three mili- 
tary services to assist in devising a unified reporting system that 
would give some degree of accuracy of reports on the effectiveness of 
the subcontract program now being used by defense prime contractors. 

When this program is established and in complete operation, prime 
contractors will be requested to establish a subcontract program and 
to make available to the military agencies the results obtained for 
small business. Current lists of all contractors having established 
such programs have been compiled by the Army, Navy, and Air Force, 
and have been circulated to the Small Business Administration re- 
gional offices for their use in establishing the program throughout the 
United States. 

In counseling firms seeking subcontract work, we encourage them 
to list their capabilities in our facilities inventory and advise them 
of the advantages of using such Small Business Administration pub- 
lications as Subcontracting for Small Plants, U. S. Government Pur- 
chasing Directory, Pointers on Government Contracting, and empha- 
size the use of the Commerce Department’s Synopsis of U. S. Govern- 
ment Proposed Procurement, Sales and Contracts Awarded, particu- 
larly for its information on current prime contract awards which will 
supply subcontracting opportunities. We provide prospective sub- 
contractors a list of major prime contractors in their local area; we 
provide the names and addresses of Government installations, Govern- 
ment-owned/Government-operated, and Government-owned/con- 
tractor-operated, for possible subcontracts, as well as furnishing avail- 
able information on prime contractors doing construction work for 
the Army Corps of Engineers and the Navy district public works 
offices. In general, we advise and assist small firms on the why and 
how of seeking subcontracts from prime contractors. 

During the first 11 months of this fiscal year, 3,100 small firms were 
referred to prime contractors for subcontract work. The results of 
these efforts cannot be accurately recorded since we must rely on the 
voluntary reporting of the companies involved. 

To specifically answer question No. 1 in your letter of June 18, 1956, 
“Do small-business concerns have a real opportunity to become sub- 
contractors of the prime contractors, Republic and Martin?,” our 
experience with Republic has been limited. We have made referrals 
to this company and have had no comments from the firms referred 
to to indicate a lack of consideration. 

In the case of Glenn L. Martin Co., our program was established 
in July of 1955 at which time a meeting was held with Mr. G. B. Shaw, 
vice president in charge of procurements. During this conference 
the SBA Baltimore office offered to furnish additional sources for 


items in which the company found it difficult to locate suppliers, as 
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well as to offer capable small firms to Glenn L, Martin for subcontract 
opportunities. . 4 

Bence that meeting, Glenn L. Martin has asked the Baltimore office 
to supply additional sources for various types of work. In addition 
to this, the Baltimore office has made appointments with procuring 
officials at the Glenn L. Martin Co. for other small-business firms 
and have been told that several have received subcontracts. The 
Baltimore office reports that the Glenn L. Martin Co. has been very 
cooperative in their dealings with them in behalf of small business 
firms. 

The subcontract program has other benefits not previously men- 
tioned. For example, a small firm, unable to obtain raw materials 
in time to maintain operations, was assisted in obtaining a subcontract 
on an Air Force rated order. This enabled the firm to obtain the 
necessary raw materials to stay in operation until normal procedures 
could overcome the emergency. 

Question No. 2 is: 


What assistance does the Small Business Administration give to small busi- 
ness to obtain subcontracts from the prime contractors? 


We have previously answered this question in our general statement. 
Question No. 3: 


What criteria does the aircraft industry use in determining what is small 
business for subcontracting? Has the definition as specified in section 203 of 
the Small Business Act of 1953, as amended, been implemented by the aircraft 
industry in their subcontracting? 

It is our understanding that the criteria used by the aircraft indus- 
try in determining the size of small business for subcontract a 
has been the same as that currently used by all contracting offices, viz: 

A small business is any firm who, with all affiliates, employs in the aggregate 
less than 500 persons. 


However, on June 13, 1956, the Department of Defense issued 
instructions 4100.28, which reads in part: 


A small-business concern is one which is not dominant in its field of operations 
and which, including its affiliates, employs fewer than 500 employees; any firm 


certified to be a small business, by the Small Business Administration, is to be 
accepted as such. 


Question No. 4: 


To what extent has the Small Business Administration certified small-business 
concerns to Republic and Martin? 

This question has been partially answered in our reply to question 
No. l above. Figures on the exact number of referrals made to these 
companies are not available. 

For the past year work has been carried on in developing a revised 
size definition. An interagency task force was formed and has been 
rag See proposals for the development of a more flexi- 
ble definition of small business. Such a definition has now been de- 
veloped which substantially meets with the approval of the major 
Government procuring agencies. It has been presented by Mr. Wen- 
dell B. Barnes and myself to the members of eatin No. 2 of 
the House Small Business Committee for consideration. This defini- 
tion will provide for procedures for small business firms to self-qualify 
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and represent that they are small business under the definition which is 
being promulgated. It will preclude atiy necessity for SBA to certify 
the great majority of individual firms for their participation in either 
Government prime or subcontract work. Small-business concerns will 
thus be able to participate in Government procurement with a mini- 
mum of redtape. 


ieee © programs will become increasingly effective 
when 

(a) There is continued aggressive implementation and review of 
the new Department of Defense subcontracting directive 4100.20. 

(6) When industry has established effective procedures which will 
ame that portion of every contract which is subcontracted to small 

usiness. 

(c) When every effort is made to utilize the existing open industrial 
capacity to the maximum; the expansion of Government furnished 
facilities should not be authorized when such open capacity can be 
found. In addition, and to further broaden the mobilization base, 
small-business contractors should be utilized in lieu of multiple shift 
or overtime operations by the prime contractor. 

(d) While there is a possibility that a program relying solely on 
cooperation by industry may not be effective, we believe that industry 
should be given every opportunity to distribute a fair share of subcon- 
tracts to small business prior to the enforcement of such action through 
legislation or contractual agreement. 

We receive many complaints from small-business men about the 
unavailability of equity capital. 

And may I say that I put this in because this point was brought up 
the first day of your hearing, and I thought you might want to know 
something about the problem as we see it. 

Itisachroniccomplaint. The SBA loan program cannot, of course, 
supply equity capital. The SBA, however, is extremely conscious of 
the needs of small biisiness and is doing what it can. We have been 
consulting with a newly organized small-business committee of the 
Investment Bankers Association to explore ways and means by which 
the investment banking community can lower the onerous underwrit- 
ing costs on small issues which are disproportionately so much heavier 
than on large issues. 

The opportunities for equity financing are much greater today than 
they have been at any time since 1929. Securities issued between 
$100,000 and $300,000 rose to $269 million in 1955 compared to $195 
million in 1954. 

During the latter part of 1955, the number of uranium issues dropped 
sharply; nonetheless, new issues continued to exceed $20 million a 
month. This indicates that new opportunities which have not existed 
since 1929 have been opened for common-stock financing for small com- 
panies. This is due to the lessened attractiveness of well-established 
issues to many investors because of the high levels of the market and 
the opportunities for capital gains in small issues. 

The Small Business Administration has instituted an educational 
program designed to instruct small-business men as to the available 
opportunities and investment bankers who may potentially be the 
sellers or underwriters. Written material is being distributed through 
our field offices such as a newly prepared booklet by the Investment 
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Bankers Association and an article written in consultation with the 
SBA appearing in the March issue of the Harvard Business Review, 
called Equity Financing for Smali Business. At the same time, the 
SBA is contacting investment houses to determine their willmgness to 
undertake the selling of small issues. We expect to broaden this 
program considerably and hope that it will bear fruit. 

The SBA has not endorsed any statutory program such as for the 
establishment of capital banks. 

With regard to progress payments and advance payments, the 
Small Business Administration is definitely of the opinion that a 
more liberal policy is necessary. A review of our loan applications 
indicates that an increasing number are for the purpose of financing 
Government contracts and subcontracts. A liberalization of the prog- 
ress and advance payment procedures would provide these small busi- 


ness concerns with adequate financing and would free our funds for 
other loans. 


If the chairman will permit me, a question was raised, I think, on 
the first day with several of your witnesses with respect to the effect 
of renegotiation on small business. I would like to read our response 


to a letter from Senator Sparkman, chairman of the Select Committee 
on Small Business, of June 25, 1956: 


Reference is made to your letter of March 28, 1956, requesting the views 
of this agency on the extension of the Renegotiation Act of 1951, as amended. 

As you know, relatively few of the many small businesses in this country are 
directly affected by the Renegotiation Act. However, we have found that among 
the smaller concerns who have a sufficient volume of Government business 
to make them eligible for renegotiation, many are critical of the Renegotiation 
Act in its present form. 

The comments we have received fall into two general categories : Those criticiz- 
ing the law, and those criticizing the procedures and regulations which are used 
to carry out the law. Most small-business men see no need for the Renegotia- 
tion Act under present conditions. They point out that the emergency which 
existed during the Korean war has passed. They state that today the compe- 
tition for Government contracts is vigorous, and this competition is sufficient 
to insure that the Government makes its purchase at fair market prices. Some 
businessmen argue that the possibility of renegotiation acts as a damper on 
the usual incentives to cut costs in connection with production under Govern- 
ment contracts, and that renegotiation encourages unfair competition because 
companies who are facing probable reduction of profits on renegotiable business 
will bid on other Federal contracts at a price that is less than cost. They also 
state that the expense to the Government in connection with renegotiation is 
extremely high compared to the so-called excess profits recovered under renegotia- 
tion. 

Insofar as the process of renegotiation is concerned, the Small Business 
Administration has heard charges of delay in renegotiation and received com- 
ments on the financial uncertainty under which firms subject to possible reduction 
of past earnings must operate. SBA also has received complaints of increased 
costs to small businesses made necessary by the adoption of accounting proce- 
dures required by renegotiation. We have been told that the renegotiation regula- 
tions discourage subcontracting by reducing the allowable profit on work that 
has been subcontracted. 

Many of the foregoing complaints are difficult to prove. Some of them are 
inherent in the nature of the renegotiation process. It has been suggested that 
excess profits can be eliminated from Government contracts by methods other 
than renegotiation, such as better scheduling of contracts, stimulation of com- 
petition through wider advertising, or the inclusion in Government contracts 
of a price-redetermination clause. While all these suggestions are valid ones, 
they cannot entirely substitute for contract renegotiation if the circumstances 
exist which make contract renegotiation necessary. 

The Small Business Administration has no direct procurement responsibility. 
For this reason it makes no recommendation as to the necessity for the extension 
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of the renegotiation law. However, if it is determined that a further extension 
of the Renegotiation Act is warranted, the Small Business Administration would 
not object to such extension provided that consideration be given to the following 
change in the basic legislation: 

1. The minimum amount of Government contracts subject to renegotiation 
should be increased to $1 million. This increase would give many smaller con- 
cerns needed relief from the administrative cost and uncertainties which renego- 
tiation procedures necessarily impose. We do not believe that the Government 
will fail to recover any significant amount of excess profit by this recommended 
change. 

2. It is recommended that the act be amended to provide an incentive to 
encourage subcontracting to small business. Under present regulations a prime 
contractor who subcontracts to a small business is not permitted as large a 
profit on that portion of the contract as he is on the portion performed in his 
own plant. 

3. It is further recommended that those Government contracts which contain 
a price-redetermination clause or were awarded under competitive bidding 
through advertising should be exempt from renegotiation. When free and open 
competition exists, or where Government has had an opportunity to eliminate 
excess profits, there does not appear to be any need for further renegotiation. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B. Barnes, Administrator. 


Mr. Steep. Sir, I am very pleased with your statement. I find your 
thinking is very much in line with ours, and apparently you have had 
some of the same experience in the field of complaint that the committee 
has had. 

I would like to say that several years ago, when we first went into 
this subject in the California area, complaints were very large and 
widespread in 2 fields, 1 being that not enough subcontract work was 


being made available by the primes; and 2, that it was difficult for new 

small-business firms to get any of this business. We were out there 

again this year, and we went back into this subject, and were very 

pleased with the remarkable improvement that had been made all 

along the line. And I wanted to take this opportunity to speak a good 
EF they 


word for your field office in the Los Angeles area. I thin ave 
done an outstanding job. They have been limited in personnel. 
I think the handicap of not having enough people to do all 
the work that they could do is the only thing that has curtailed the 
total results they have achieved. 

We find now there is very little complaint there that a new firm 
has any difficulty getting its opportunity to bid or to participate in 
the work, and also, that a large increase has been made in the amount 
of work that is set aside for subcontracting. 

Apparently, they have been rather ag, ive in insisting that more 
and more work be set aside, and have had the cooperation of the primes 
in that regard. And I think the results showing up there indicate 
that more improvement can be made elsewhere as we go along, with 
the end result that the progress we see being made brings small business 
into a larger share of and a better participation in this whole defense 
procurement program, and that the picture will continue to improve. 

_ And I think a lot of credit is due to the Small Business Administra- 
tion. 

Mr. Hirexins. Thank you, sir. 
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Mr. Sreep. Our experience with your field offices has been very 
good, and I think they are doing a good job. And this committee 
certainly wants to encourage them to continue their good job. 

Mr. Seely-Brown, do you have any questions ? 

Mr. Sre.y-Brown. I have one question, Mr. Hipkins. 

On the bottom of page 2 of your statement, you have indicated that 
you are presently working on a unified reporting system, and then on 
the top of page 3 you say, “When this program is established and in 
complete operation.” Would you advise us as to when you expect to 
have it in complete operation ¢ 

Mr. Hiexrns. The reporting system, Mr. Seely-Brown, which you 
refer to here is the one which Commander Curtin reviewed for you a 
moment ago. That is contained in a Defense Department Directive 
No. 4100.28, which was issued on the 13th of June, and which contains 
this report form which the the Small Business Administration had 
the opportunity of collaborating on with the Department of Defense 
in its preparation and in the preparation of the directive. And that 
is the form to which I refer. And I think that the first report under 
that is due in about 6 months or so. 

Isn’t that correct, Commander Curtin ? 

Commander Curttn. The first report is due on March 1 for the 
period covering the first 6 months of the next fiscal year. 

Mr. Hrextns. That is right. 

Mr. Sre_y-Brown. One further question. In reference to the part 
of your statement where you indicated that you and Mr. Barnes 
had presented to Subcommittee No. 2 of this committee a new and 
more flexible definition of small business, if that definition is acceptable 
to all concerned, would it in any way affect this form mavetaet 

Mr. Hiextns. No, sir. That was borne in mind at the time that this 
directive was prepared. 

Mr. Maness. In connection with the new definition that was pre- 
sented fe Subcommittee No. 2, it was presented only this week, is that 
correct £ 

Mr. Hrexrns. It was presented only the day before yesterday or 
the day before that. 

Mr. Manezss. And it is receiving active consideration by Subcom- 
mites No. 2, and in fact, hearings are being scheduled on the defini- 
tion ¢ 

Mr. Hiexrins. Yes, sir 

Mr Sreep Mr. Hipkins, we want to thank you on behalf of the 
committee for your cooperation in coming here and advising with 
us here in these hearings. And we appreciate very much your patience, 
and the information you have given us. If you have any further 
comments, we would be glad to hear you. 

Mr. Hirxrns. That is all, Mr. Chairman. Thank you very much. 

Mr. Manesss. Mr. Chairman, at the request of Mr. Seely-Brown, I 
would like to ask that there be included in the record at this point, a 
statement issued by the Aircraft Industries Association of America 
dated September 1, 1955. 

Mr. Steep. Without objection, it may be included. 
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(The statement referred to is as follows;) 


BACKGROUND INFORMATION ON SUBCONTRACTING AND SUPPLYING IN THE AIRCRAFT 
INDUSTRY BASED ON A 1955 SuRVEY By AIRCRAFT INDUSTRIES ASSOCIATION 


Aircraft Industries Association of America, Inc., Washington, D. C., September 
1, 1955 


ArRcRAFT INDUSTRY SuPPLY AND SUBCONTRACTING PROGRAMS 


Dollar value of purchases from outside sources 


During 1954, more than $2,030 million was paid directly to small-business firms 
by the aircraft industry, according to a survey conducted by Aircraft Industries 
Association of 35 major aircraft manufacturers. The survey, which included 
20 airframe, 8 aircraft engine, and 7 major component and accessory manufac- 
turers, indicated that 48 percent of all outside purchases was placed with small 
business (firms employing fewer than 500 people) in every State of the Union. 

In addition, more than $1 billion worth of aircraft manufacturing business was 
directed to small-business firms through second-, third-, and fourth-tier supply 
and subcontracting activities and through prime contracts awarded by the mili- 
tary air arms, bringing the total dollar value of aircraft production performed 
by small business to more than $3 billion. 

The companies participating in the survey reported total fiscal year 1954 dis- 
bursements, excluding taxes, of $8,744,270,000 of which approximately $3,984,950,- 
000 were used to pay wages and salaries, operation of plants and equipment, for 
reinvestment in the business, and dividends to stockholders. The balance, 
$4,759,320,000 was paid for services and products received from subcontractors 
and suppliers. (Of this sum approximately $2,030 million was paid to small 
business and $2,700 million was paid to large business.) The magnitude of the 
aircraft industry’s activity is indicated by the fact that this sum represents 
54 percent of all disbursements made by the industry for all purposes, exclusive 
of taxes. 

As the survey was restricted to an analysis of first-tier supply and subcon- 
traeting activities only, the total of the aircraft manufacturing dollar received 
by small-business firms is not accurately reflected in the above figures. Statis- 
tical exploration of second- and third-tier supply and subcontracting programs 
would have been too complex to permit an accurate record. A substantial per- 
centage of the $2,700 million spent with large firms was for supplies and products 
which are of a proprietary nature or which can be produced only by companies 
With a large capital investment. These companies in turn have elaborate and 
extensive supply and subcontracting programs through which the aircraft pro- 
duction dollar is further distributed to other business concerns, both large and 
small. Conservative estimates place the dollar value of second-, third-, and fourth- 
tier aircraft supply and subcontracting purchases at approximately $750 million. 
Thus, in 1954, the Nation’s small-business firms received more than $2,780 million 
from industry for their contributions to the current aircraft-production program. 
In addition, these small-business concerns received several hundred million 
dollars worth of aircraft manufacturing business from prime contracts with the 
Air Force and naval aviation. 

In this survey, an effort was made to compare the magnitude of current supply 
and subcontracting programs with those of selected previous years, 1951, 1947, 
and 1944. Adequate statistical information of this nature was not kept on an 
industrywide basis however, but, based on the reports received, indications are 
that the current level of activity in this area is higher than any period since 
World War II, when nearly all American industry was engaged in military pro- 
duction of one type or another. 


Fifty thousand suppliers participate in program 


In addition to analyzing the dollar volume of the aircraft industry’s supply 
and subcontracting activities, the AIA survey was designed to establish the 
number of firms, both large and small, which during 1954 contributed to the 
Nation’s aircraft-production program. It also located them by States in an 
effort to ascertain the degree of dispersal inherent in the existing aircraft manu- 
facturing complex, and it indicated the amount of aircraft production activity 
in the various States. 

To accomplish this project, each of the participating companies was asked to 
provide its list of suppliers and subcontractors. These lists were painstakingly 
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cross-checked to eliminate duplication. Since not all the participants in the 
survey maintain uniform records of this type of information, this element of 
the survey was limited te 21 of the 35 companies. The other 14 companies did 
provide the number of suppliers and subcontractors employed, classified as large 
or small business. 

This survey establishes, for the first time, a basis for the preparation of 
accurate estimates on the scope and nature of the aircraft manufacturing in- 
dustry’s supply and subcontracting activities as applied to individual firms in 
the Nation’s industrial family. 

Elimination of duplications from the lists of subcontractors and suppliers 
provided by the 21 reporting companies revealed that they did business with 
$4,623 different firms during 1954. Of this number, more than 28,000 or apprexi- 
mately 81 percent were classed as small business—this despite the fact that 
numerous “small businesses” if the past have quickly become “large busi- 
nesses” with substantial aircraft supply or subcontracts. These firms were 
located in all the 48 States and in 18 foreign nations. 

California, with 10,314 companies contributing products or services used in 
aircraft production, led the list of States followed by Ohio with 4,487; New York 
with 3,382; Texas with 1,615; and Connecticut with 1,513. 

By comparing selected lists of suppliers and subeontractors against the undupli- 
cated master list, it is estimated that the 14 companies which did not provide lists 
would have added approximately 15,000 additional firms, bringing the total num- 
ber of subcontractors and suppliers involved in the program to approximately 
50,000. Small-business firms, 41,700 in number, eomprise about 83 percent of 
the total. 

The compilation of the unduplicated list of suppliers and subcontractors dis- 
closed several interesting facts: 

(1) As expected, approximately 300 companies, basically manufacturers of pat- 
ented components or items of equipment, appeared on every individual company 
list. 

(2) Several thousand subcontracting and supply companies provided goods to 
more than one prime manufacturer, thereby providing greater stability to these 
suppliers’ operations. 

(3) A surprising number of companies, again numbered in the thousands, 
classed as small business, Were in receipt of contracts from more than one of the 
prime manufacturers—an indication that size in itself is not necessarily the basic 
criterion when a source of supply is selected. 

(4) That a very substantial volume of the Nattion’s aircraft manufacturing 
activity has been dispersed from accustomed industrial centers, thereby strength- 
ening the economy of less industrialized States and providing substantial geo- 
graphic dispersal of the Nation’s manufacturing facilities and contributing to 
the Nation’s broadening industrial base. 


Georgraphic location of suppliers and subcontractors 


The following table shows the location of the 34,623 suppliers and contractors 
by States and foreign nations, ranked by number of firms per State. In this 
connection, it is pertinent to note that had lists of suppliers and subcontractors 
been received from all 35 companies in the survey there would have been sub- 
stantial increases in the number of firms in virtually all the States. In addition, 
several States would have received substantial increases, although the relative 
rank of the first 10 States probably would not have been materially affected. 

Areas which would have received the greatest relative increases are: 

(a) The Southeastern States. (More than 1,000 firms in 8 Southeastern States 
were indicated by company replies to be participants in the program, although 
the unduplicated listing of individual suppliers and subcontractors identified only 
283. The largest single change would have been in Georgia—increased from the 
35 listed below to moré than 500.) ' 

(b) The New York, New Jersey, Delaware, and Pennsylvania area. 

(c) The Indiana, Michigan, Illinois area. 

(d@) The Missouri, Kansas, Iowa area. 

The vital importance of the aircraft industry to the basic economy of some 
industrial areas is clearly indicated in the following table of geographical dis- 
tribution of subcontractors and suppliers. 
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Suppliers and subcontractors in the United States 


New Hampshire 
Ihinois Nebraska 
Pennsylvania North Carolina 
Washington 
Michigan 
Maryland 
New Jersey 
Massachusetts 
Minnesota 
Missouri 


Arizona 

Wisconsin 

District of Columbia 
Florida 

Oklahoma 

Rhode Island 


England 

Canada 

I ai cccadvncenccenteninsstnianaiiae 
Switzerland 


A slow decline in level of activity is forecast 


The survey revealed that polices and procedures for subcontracting and supply- 
ing programs developed over the past several years have a high degree of uni- 
formity throughout the industry. It is not expected that these policies will be 
materially changed in the immediate future, unless there is a radical revision 
in the Nation’s defense structure and national security programs. 

As expected, with aircraft production gradually declining toward the level 
designed to maintain our military air arms, the amount of business being awarded 
to outside sources is also diminishing. During this year, however, the volume 
of aircraft business to be performed by suppliers and subcontractors, including 
those in the second, third, and fourth tiers, is expected to be well over the $2 
billion mark with only a further moderate decrease anticipated for 1956. 

Although the dollar volume of the aircraft production subcontracting and 
supply program is expected to continue to decline and some firms will be dropped, 
the survey showed substantial opportunities for new aircraft production orders 
will be available to competent, efficient, low-cost manufacturers, large and 
small. 


New procurement program emphasizes quality and economy 


One result of the reduction in aircraft production is the change in the philos- 
ophy of procurement officials. Formerly, quantity delivered was a primary 
requisite to successful contract performance; now new importance is attached 
to quality, product reliability, and to low-cost production. As a result, competi- 
tion for major contracts among the prime producers has been intensified. This 
competitive atmosphere, in which low-cost bidding is particularly significant, 
will generally determine which outside source of supply will be used by an 
individual manufacturer. 















AIRCRAFT INDUSTRY 237 


It is expected, therefore, that marginal manufacturers will be dropped from 
the program, and contract awards will be made to those firms which can provide 
the high quality products required at the right time and at the best prices. The 
complexity of modern aircraft manufacture is such that no one company can 
undertake to produce the entire product. In many instances the survey disclosed 
small firms are able to fabricate some of the parts and components faster, better, 
and cheaper than the prime contractor himself. Such firms will receive business 
from the aircraft industry regardless of the overall level of the aircraft procure- 
ment program. 


Problems of aircraft subcontracting 


Perhaps the major problem confronting suppliers and subcontractors in the 
aircraft production program is the new and difficult production techniques and 
methods required to produce modern high-performance airplanes. The tremen- 
dous increase in aircraft performance has made it necessary for the airframe 
manufacturer to use thicker metal sheets, harder materials, and closer tolerances. 
Many parts that were bent into shape must now be machined into shape. It has 
meant more complicated structures and joints and more difficult riveting methods. 
More and better assembly tooling is required. 

With heavier gages of metals, more critical tolerances, and highly specialized 
forms many of the manufacturing operations require large and complicated 
machinery which cannot be constructed and installed overnight. The use of 
special-purpose machine tools, such as large special-purpose milling machines, 
large stretch-forming machines, and large hydraulic presses has greatly increased 
and there has been a marked increase in the number of standard machine tools 
required as well. 

In addition to new production methods, other problems of a technical nature 
confront the potential aircraft subcontractor. Many concerns do not have the 
gages and other precision measuring instruments necessary for inspection and 
testing, and relatively few small concerns have adequate facilities for heat treat- 
ment, magnifiux, anodizing, or plating. 

Strict and detailed specifications have been established by the military services 
and the major contractors. In many instances, to achieve compliance with these 
specifications the services of aeronautical, chemical, and electrical engineers are 
required. Although these are but a few of the many technical problems involved, 
they indicate that not every small-business facility can stop manufacturing its 
normal peacetime products today and turn out planes tomorrow. It is necessary 
also that subcontractors meet the highly required standards of quality control 
requirements of the prime contractors. 

The aircraft industry, in keeping with Government policies, takes a realistic 
approach to securing subcontractors and suppliers. To accept a manufacturer 
not qualified for the needed work would be to jeopardize vital aircraft production 
schedules. For example, manufacturers requiring extensive plant additions, or 
having unsuitable machinery or tooling, or lacking a labor force possessing proper 
skills, or failing in financial responsibility could be costly liabilities instead of 
assets. 


Aircraft company programs 


Individual companies have developed elaborate procedures and programs for 
locating and utilizing the productive capacities of other manufacturing firms. 
Expert teams of engineers, materials men, production men, tool men, account- 
ants, etc., have been organized by the prime contractors to locate and appraise the 
eapabilities of potential subcontractors and suppliers. These teams assist sub- 
contractors in determining the types of work they are capable of doing and help 
solve the many problems arising from changeover in facilities to perform a 
particular job. 

In addition to the many Government-sponsored programs designed to assist 
small business in obtaining subcontracts, there are many things small business 
ean do directly with the prime contractors to investigate opportunities for par- 
ticipating in defense production. 


Checklist for potential subcontractors 


Before a potential subcontractor’s facility can be properly evaluated, the 
prime contractor needs to have complete data as to the capabilities of the 
subcontractor to perform various types of work. This data should be prepared 
as briefly as possible and should cover the entire structure of the possible 
subcontractor’s organization. Specifically, the prime manufacturer needs to know 
the following: 
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1. Type of work the company is prepared or equipped to perform, including 
reference to any previous experience in aircraft work, such as World War II 
subcontracting, or any other experience with the Air Force, Navy, or Army. 

2. Plant: The size and location of the plant or plants, including amount of 
floorspace for production, the size of the bays or other subdivisions, strength 
of floors, the dimensions of the outlets. 

3. Facilities: A complete list and description, including makes, sizes, model 
number and capacities, of all the power machinery and equipment available, 
including that on order with expected delivery dates, identified by factory 
number, and noting its age and condition. Types of processing, treating, plating, 
or welding facilities. Facilities available for inspection should be listed as 
should any facilities available for research. 

4. Personnel: Total employees, including breakdown of production and other 


employees, principal officials, proportion of skilled to unskilled workers, special 
skills, wage scales, and labor resources. 


5. Financial: Bank and credit references. 
6. Miscellaneous: Facilities for plant security, transportation facilities—rail 
and highway network, and plant freight-handling facilities—technical back- 


ground, capacity available for additional work, and, of course, the names and 
addresses of both office and plant. 


Mr. Manesss. I also ask that there be inserted a list of Air Force 
personnel assigned to Republic Aviation Corp., a list of Air Force 
personnel assigned to the Glenn L. Martin Co., and similar lists from 
the Navy. 

(The lists referred to are as follows:) 


Arr Force PLANT REPRESENTATIVE, 
WARNER Rospins AtrR MATERIEL AREA, 
THe GLENN L. Martin Co., 
Baitimore, Md., June 25, 1956. 
To speed delivery of your reply, please address communication to attention of 
WRRB/JBF/ert. 
Subject : Air Force personnel assigned at the Glenn L. Martin Co. 
To: Headquarters, United States Air Force, attention AFMPP-PR4 (Lieutenant 
Colonel Atkin), Washington, D. C. 
Reference: Message A 874 to Headquarters, AMC. 


The following are assigned to duty at AFPR Glenn L. Martin Oo. : 
Warfield, Allen, major, AFPR 
Fagan, James B., captain, project officer 107A 
Day, Robert BE. L., captain, deputy AFPR 
Simmons, Eugene M., captain, chief flight test and acceptance 
Shotts, Donald E., first lieutenant, contract administrator 


Civilian personnel, GS—12: 
Tolson, Wilson R., Chief, Contract Division 
Tourangeau, Leo J., Chief, Production Division 
Honikel, Charles, Chief, Quality Control Division 
Civilian personnel, GS-11: 
Powell, Emerson, production specialist TM-61 
Hurley, J., production specialist B-57 
Tucker, R., cost accountant 
Eminian, J., construction specialist 
Breden, L., cost accountant 
Keller, H., executive assistant, quality control 
Civilian personnel, GS-10: 
Trimmer, Charles, Chief, Property Division 
Civilian personnel, GS-9: 
Chian, William, production specialist 
Nelson, R., production specialist 
Dzura, A., plant clearance officer 
Parks, R., cost accountant 
Fedele, A., contract specialist 
Mason, B., quality control toll and gage 
ALLEN WARFIELD, Jr., 
Major, USAF, 
Air Force Plant Representative. 
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Arg Force PLANT REPRESENTATIVE, 
Mosite Atk MATERIEL AREA, 
CARE OF REPUBLIC AVIATION CoRP., 
Farmingdale, Long Island., N. Y., June 22, 1956. 
Subject: List of military and civilian personnel assigned to AFPR, Republic 
Aviation Corp. 
To: Directorate of Procurement and Production, Headquarters, USAF, atten- 
tion: AFMPP-PR4, Lieutenant Colonel Atkins, Washington, D. C. 


1. Reference your message A874 and telecon between Lieutenant Colenel Med- 
berry, Headquarters, AMC, and Lieutenant Colonel Murrell, AFPR, Republic 
Aviation Corp. 

2. Attached hereto is a list of military and civilian personnel, grade GS-9 and 
above, assigned to the Air Force plant representative's office at Republic Aviation 
Corp. 

CARRELL T. MURRELL, 
Lieutenant Colonel, USAF, 
Air Force Plant Representative. 


MILITARY 


Lt. Col. Carrell T. Murrell, Air Force plant representative 
Maj. Howard J. Curran, Chief, Flight Acceptance Division 
Capt. Horace R. Carman, flight acceptance officer 

Capt. John H. Moore, flight acceptance officer 

2d Lt. Ramon E. Goforth, plant clearance officer 


CIVILIANS 


CONTRACT DIVISION 
Grade 
&S-13 Milton 8. Meyer, contract specialist (Chief, Contract Division) 
GS-12 Frank J. Firko, contract specialist (Assistant Chief, Contract Division) 
GS-11 Harold J. Burke, contract specialist 
GS-11 Hugh H. Hughes, contract specialist 
GS-10 Mandel Gordon, accountant 
GS-10 Julius Wrubel, accountant 
GS-9 Arthur Wiener, accountant 
GS-9 Harold Skidmore, accountant 
GS-9 James Lynch, accountant 
GS-9 Warren Heckinger, accountant 
GS-9 J. Hamburg, accountant 
GS-9 J. Unger, accountant 
GS-9 J. Adler, accountant 
GS-9 A. McSweeney, accountant 
GS-9 H. Bunim, acountant 
GS-9 H. Rothstein, contracting assistant 


QUALITY CONTROL DIVISION 


GS-13 D. M. Smith, supervisory aircraft inspector 
GS-12 R. B. Whitford, supervisory aircraft inspector 
GS-10 J. Kingfield, supervisory aircraft inspector 
GS-9 N. Lichter, inspection specialist 

GS-9 H. Puccinelli, inspector tool and gage 

GS-9 CC. Lloyd, materials and process inspector 
GS-9 E. Williams, aircraft inspector 

GS-9 4G. Bassen, aircraft inspector 

GS-9  E. Ackerman, radio and electronics inspector 
WF-10 R. Ray, aircraft quality control inspector 
WF-10 A.C. Utgoff, aircraft quality control inspector 
WF-10 N. Nicoletti, aircraft quality control inspector 
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PRODUCTION DIVISION 


GS-12 P.E. Maniscalco, production specialist (Chief, Production Division) 
GS-11 C. D. Guarino, production specialist : 

GS-9 R.K. Calhoun, production specialist 

GS-9 W.E. Kesting, production specialist 

GS-9 A.C. Menna, production specialist 

GS-9 J. Piccolantonio, production specialist 

GS-9 F.A. Molinari, production specialist 

GS-9 A.M. Purvenas, production specialist 

GS-9 G. Henderson, production specialist 

GS-9 L. J. Bevalet, production specialist 


INDUSTRIAL PROPERTY DIVISION 


GS-10 I. A. Barkan, supervisory industrial property officer (Chief, Industrial 
Property Division) 


DEPARTMENT OF THE NAVY, 
OFFICE OF NAVAL MATERIAL, 
Washington, D. C., June 23, 1956. 
Hon. Tom STEEp, 
Select Committee on Small Business, 
House of Representatives, Washington, D. C. 
My Dear Mr. STEED: As requested in your letter of June 18, 1956, the names 
of the naval personnel who will appear as witnesses at the hearings of Subcom- 
mittee No. 4in Washington, D. C., are furnished herewith. 


Rear Adm. J. N. Murphy, USN, Assistant Chief for Procurement, Bureau of 
Aeronautics. 

J.S. Tassin, Assistant Director, Contracts Division, Bureau of Aeronautics. 

Comdr. J. 8. Paretsky, USN, small-business specialist, Bureau of Aeronautics. 

Comdr. R. M. Armstrong, USN, BAR, Baltimore. 

R. Deckman, BAR, Baltimore. 


There are also enclosed two lists of the personnel assigned to the Bureau of 
Aeronautics representative, Baltimore, which office administers the Martin 
plant. As you have already been informed, the Republic plant is assigned for 
administration to the Air Force. 

Sincerely yours, 


R. L. Swart, 
Rear Admiral, United States Navy, 
Acting Chief of Naval Material. 

(The two lists of personnel assigned to the Bureau of Aeronautics 
representative, Baltimore, are on file with the subcommittee. ) 

Mr. Streep. The committee will stand adjourned, subject to the call 
of the Chair. 

(Whereupon, at 11: 10 a. m., the committee adjourned, subject to the 
call of the Chair.) 
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Apprenpix No. 1 


PRESENTATION BY UNITED AIRCRAFT CorP. AND ITs MANUFACTURING DIVISIONS 
BeroreE THE SUBCOMMITTEE ON THE AIRCRAFT INDUSTRY OF THE House SMALL 
BusINEss COMMITTEE, APRIL 16, 1956 


Small business has been generally defined by governmental agencies as one 
employing not more than 500 persons. We are accepting this definition and this 
brochure adheres pretty well to this base. Some of the divisions have arbitrarily 
classed as small business some firms which until they got our defense subcon- 
tracts, were in that classification even though they now have grown a little 
beyond that. 

I want to make clear that we do not mean to imply that we stand alone in our 
use of small business as subcontractors and vendors. Actually so-called big 
business could not exist except for small business, and I believe you will find 
that to be the case throughout industry in general. 

After all, the words “small” and “big” are simply a question of relativity—to 
a company with 25 employees a concern with 500 employees is big business, and 
to a company with 50,000 employees a concern with 5,000 is small business. 

I want also to stress that we do not believe small business should obtain orders 
from us simply because it is small—it must meet competition. 

United Aircraft’s three manufacturing divisions—Pratt & Whitney Aircraft, 
Hamilton Standard, and Sikorsky Aircraft—are autonomous in their operation, 
and therefore the approach of these three divisions may differ somewhat in detail. 
However, you will note that all of them really do reach down into small business 
in a big way and with great impact on the economic life of the Nation. 

The materials and supplies delivered to customers or consumed in the manu- 
facture of products produced during the calendar year 1955, combined for the 
three divisions, show the following breakdown: 


Cost of doing business (materials, supplies, labor, deprecia- Percent 
eT Te $632, 119, 045 

Subcontracted or purchased_______— OAS Det I Ss 355, 735, 390 56.3 
Of this $355,735,390 which was subcontracted or pur- 

chased— 

I, CIE ss ttinritihitibittnleidincnbhidbpadntetet comm 228, 103,356 64.1 

eS Re a rer eee 127, 632,034 35.9 
Total number of vendors was 9,294,’ classified as: 

Ti aca a 1,785 19.2 

I retina ist h. desthhsnSEilialh dna tecnmibbins 7,509 80.8 


1 This re is straight addition of figures shown by the 3 divisions and no attempt was 
made to eliminate duplications. 

In the presentations by the three divisions we hope to show you how big business 
spreads its dollars through subcontracting into small business. The dollars 
which go from us to big business (and some of them just have to go there) are in 
turn in many cases channeled into small business. United Aircraft and its divi- 
sions are not alone in this mode of operation—this is typical of the American 
system as we all know it. In many cases small business, as a result of orders 
from big business, becomes big business. 

H. M. Horner, 
President, United Aircraft Corp. 
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Pratt & WHITNEY AIRCRAFT DIVISION 
PRATT & WHITNEY AIRCRAFT. AND SMALL BUSINESS 


The history of Pratt & Whitney Aircraft’s policy of subcontracting, particularly 
among the small companies, is as old as Pratt & Whitney Aircraft itself—over 
30 years. 

When Frederick B. Rentschler established Pratt & Whitney Aircraft in 1925, 
he established a basic policy—that approximately equal division of the workload 
should be maintained between the home plant and outside facilities. 

Since that time about 50 cents out of every dollar received by Pratt & Whitney 
Aircraft for its aircraft engines and spare parts has been paid to its increasing 
network of subcontractors and suppliers. 

Pratt & Whitney Aireraft received its first substantial order to produce the 
original wasp, 9-cylinder, 400-horsepower, piston engine early in 1926. Almost 
immediately, approximately 200 subcontractors and suppliers were seleeted and 
trained to produce parts and materials which would meet the exacting close 
tolerances required in the manufacture of dependable aircraft engines. A vast 
majority of these firms were classified as small business, employing only small 
groups of people. 

By the end of 1955, the number of Pratt & Whitney Aircraft subcontractors 
and suppliers had grown to 8,407 first-tier companies. Of these, 2,615 firms or 
more than 76 percent, were classified as small business (firms employing less 
than 500 people), while 792 were listed as large business (firms employing more 
than 500 people). 

Our subcontractors and suppliers now criss-cross the Nation from Maine to 
California and from Florida to Oregon, and are to be found in 38 States plus the 
District of Columbia. 

During 1955, Pratt & Whitney Aircraft paid 29 cents out of every dollar 
spent for subcontracting or supplies to small business. (See charts.) 

Our company is always on the lookout for new subcontractors and suppliers. 
We are especially interested in the smaller firms who have the precision 
machinery, skilled manpower, engineering talent, and the production capacity 
needed for our requirements in this, the jet age. 

The purchasing department of Pratt & Whitney Aircraft works closely with its 
subcontractors and suppliers and assists them in procuring needed tools and 
materials for their production. Engineering and production liaison is closely 
maintained at all times to insure top quality of parts or materials supplied, and to 
keep our subcontractors posted on the constantly developing engineering changes 
which help make American aircraft engines the best in the world. 

Virtually all of Pratt & Whitney Aircraft’s original. subcontractors and sup- 
pliers are still supplying us with precision parts and materials. All have grown 
with Pratt & Whitney Aircraft and many of them have reached the point where 
they, too, are now classified in the large business category, although many of 
them started with but a handful of employees. 

During World War II a peak in small-business subcontracting was reached. 
Almost every company that had the needed machinery and production capacity 
was enlisted to aid in the war effort. 

Unfortunately, when the war ended many prime contractors cut loose these 
sources of supply and pulled their remaining production back into their own 
war-expanded plants. 

However, it is a matter of record that Pratt & Whitney Aireraft adhered to its 
basic principle, and although the volume of our sales shrunk, we still subcon- 
tracted about 50 percent of our remaining workload. 

This policy paid of, for, following the outbreak of the Korean conflict, Pratt & 
Whitney Aircraft was able to draw upon the combined management and pro- 
duction skills of many time-tested suppliers of parts for the aircraft engines 
needed to win the battles in the air. Pratt & Whitney Aircraft supplied much of 
the aircraft engine power required to end the hostilities in Korea. 

In the present jet age Pratt & Whitney Aircraft’s subcontractors and suppliers 
have acquired new responsibilities. The company’s transition from the design 
and production of outstanding piston engines into the higher powered gas-turbine 
field has brought about the development of new heat-resisting metals and alloys. 
New techniques in machining and fabricating these metals must be learned. Our 
subcontractors are meeting this ever-changing challenge. 
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Summary of expenditures for 1955 


[Approximate figures] 








Large | Small 
Gall dict allenninaan Total 
| | 
Amount (Percent); Amount | Percent! 
| 
re ——— a 
ee ae | $104, 791, 235 34 | $35, 839, 690 11 | $140, 630, 925 
ROG DE sib hits ion deneaiitcdandacass 71, 763, 178 23 5, 104, 568 2 | 76, 867, 746 
Nonproduct materials and services---.....--- | 42, 436, 918 14 | 50,126,738 16 | 02,563, 656 
Total 





} 
218, 991, 331 71 | 91, 070, 996 | 29 | 310, 062, 327 
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FINISHED PARTS 
LARGE BUSINESS 
$ 104,791,235 


34% 


FINISHED PARTS 
SMALL BUSINESS 
$ 35,839,690 


uX% 


RAW MATERIAL 
LARGE BUSINESS 
$ 71,763,178 


23% NON PRODUCT 


NON MATERIALS & SERVICES 


PRODUCT 
SMALL BUSINESS 


MATERIALS 
$50,126,738 
& SERVICES 
16 % 
LARGE BUSINESS 
$42,436,918 


“2 
14% 


Eagpenditures for materials, 1955 
SMALL BUSINESS 


[Approximate figures] 


| 
| Number| Amount | State tention! Amount 


$125 || New Mexico 
1, 033, 487 
8, 308 || North Carolina 
41, 921, 622 

6,119 
30, 704 || Pennsylvania 
Rhode Island 
South Dakota 


e 


Ton on Baro mn eB 
iS) 


Bers 
ESeeE 


Kentucky 
Maine._--._-- 


EE Roo 
BSSSS5 





8& 
8 


a 
& 
FRE 


_ 
os 
@ 
= 
© 





7 + 
New Hampshire 15 
New Jersey 191 





Norte.—Suppliers receiving less than $100 during.1955 not included. 
Large business, over 500 employees; small business, under 500 employees. 
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Expenditures for materials, 1955 
LARGE BUSINESS 
[Approximate figures] 


Number| Amount 





$7, 636, 886 
131 || North Carolina 
24, 601, 324 || Ohio 
374, 267 
8,138 || Pennsylvania 
11, 549, 162 || Rhode Island 
13, 357, 728 | 
4, 790, 458 || Texas 
1, 833, 675 || Vermont 
1, 708, 880 || Washington, D. C 
18, 678, 003 || West Virginia 
29, 184, 679 || Wisconsin 
150, 202 | 
32, 052 || 
150 hte ict Sita 
13, 932, 091 | 
1 | | 


~ 


Bs aa 09 Fd +g er mes os 


Delaware 
Georgia 
Tilinois 


Kentucky 
Maryland 
Massachusetts 


(aaa 


218, 991, 331 


New Hampshire 
New Jersey 








Note.—Suppliers receiving less than $100 during 1955 not included. 
Large business, over 500 employees; small business, under 500 employees. 
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What’s Doing in Pratt & Whitney Aircraft— | 
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What’s Doing in Pratt & Whitney Aircraft— 
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The “American Way" at Work 
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What’s Doing in Pratt & Whitney Aireraft- 
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HAMILTON STANDARD DIVISION 


A review of Hamilton Standard’s subcontracting during the period January 1— 
December 31, 1955, is indicative of its policies and practices in this field. 

The corporate background of Hamilton Standard began in January 1919. At 
that time one of Hamilton Standard’s two corporate ancestors, the Standard 
Steel Propeller Co., was incorporated in Pittsburgh, Pa. In 1928, two propeller 
manufacturers, Standard Steel and Hamilton Aero, were merged by United 
Aircraft Corp. into the Hamilton Standard Propeller Co. In 1932, this company 
moved to East Hartford, Conn., to occupy a part of the Pratt & Whitney Aircraft 
plant. Hamilton Standard remained in East Hartford until 1952, when its new 
plant at Bradley Field in Windsor Locks, Conn., was completed. This plant 
now contains approximately 1 million square feet of floor space. A subdivision 
at Broad Brook, Conn., was established in 1955 which increased the available 
floor space by 239,000 square feet. The present combined employment in both 
plants is about 8,000. 

Hamilton Standard’s principal products have always been aircraft propellers. 
However, in 1948 a decision was made to diversify this product line and include 
other types of aeronautical equipment. In addition to propellers, Hamilton 
Standard now produces such accessories as turbine engine fuel controls, turbine 
engine starters, aircraft air-conditioning systems, and hydraulic pumps. In the 
year 1955, 21 percent of Hamilton Standard’s business was in nonpropeller prod- 
ucts. It is predicted that the percentage will increase to over 30 percent in 
1956 and over 50 percent in 1957. 

Consistent with most metalworking industries, Hamilton Standard has always 
found it advantageous to do a large amount of subcontracting. Such practice is 
considered to be a sound business policy and one of the fundamental strengths of 
American industry as compared to industrial practice abroad. It is considered 
advantageous to subcontract because, by this means, it is possible to obtain the 
specialized skills of other organizations and, also, by having these other organ- 
izations a part of the contractor’s industrial team, it is possible to produce an 
improved product at a lower cost and have a broad base for expansion in time 
of need. 

For example, it is possible to obtain forgings of better quality and at a lower 
price from a forging specialist. This is equally true of castings, bearings, 
machine screw products, plastics and molded rubber products, as well as many 
others. It is likewise true that many small machine shops can better meet 
requirements for quick deliveries and low costs. For all these reasons, it is 
generally true that American industry does indeed subcontract a major part of 
its business. In this regard, Hamilton Standard is no exception. 

At the present time, Hamilton Standard has approximately 16,300 active part 
numbers, of which only approximately 2,500 are manufactured in its own plant; 
the rest being purchased from subcontractors. Of the product material sold in 
1955, 44 percent of Hamilton Standard’s total manufacturing cost was directed 
to subeontractors. These purchases represent in dollar volume approximately 
214 times Hamilton Standard’s direct labor cost. 

Because Hamilton Standard, as well as the Congress and the Department of 
Defense, has an interest in the complicated question of the allocation of defense 
spending between large and small business, surveillance of experience in this 
regard is continuously maintained. A small-business liaison officer has been 
appointed and his functions are: (@) to coordinate the activities of Hamilton 
Standard with those of the Department of Defense, Small Business Administra- 
tion, and related organizations or agencies on problems relative to small-business 
subcontracting; (b) to keep small-business representatives informed of the 
purchasing organization, its buyers, and the products and services required ; 
(c) to maintain records on the status and qualifications of all subcontractors; 
and (d) to make certain that buyers maintain equitable practices in evaluating 
competitive quotations. However, certain materials and parts do not lend 
themselves to subcontracting to small business. The principal exceptions are 
supplies of raw material, forgings, bearings, and proprietary products. The 
suppliers of raw materials and forgings are, of necessity, large businesses because 
of the types and size of equipment which must be maintained in order to supply 
the needs of Hamilton Standard and like purchasers. It should perhaps be 
explained at this point that in its analysis of current practices, the Government 
definition of small business (less than 500 employees) has been used. 

In order to present current facts as to Hamilton Standard’s subcontracting 
practices, a study has been made of the period January 1, 1955, through Decem- 
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ber $1, 1955. During this period, Hamilton Standard issued purchase orders to 
3,000 firms in the continental United States. Of this total, 363 firms qualify as 
large business and 2,637 firms qualify as small business. The total dollar volume 
of purchase orders issued during this period was approximately $44,600,000. Of 
this total, 48 percent or $21,300,000 was placed with small business. It should 
be noted that if the dollar volume of purchase orders to material suppliers and 
subcontractors of proprietary articles were deleted from this review, the per- 
centage of the remaining dollar volume placed with small business would be 
72 percent. 

An analysis of our subcontracting practices in the State of Connecticut during 
the same period, January 1—December 31, 1955, shows a total of 1,086 subcon- 
tractors received orders from Hamilton Standard. Of this total, 80 firms are 
identified as large business and 1,006 firms as small business. The total dollar 
volume of purchase orders issued to Connecticut business during this period was 
approximately $15,409,000. 

In reviewing our subcontracting policy, it is noteworthy that in two repre- 
sentative products, each of which was selected because it is typical of its par- 
ticular product line, the 43E60 engine oil hydromatic propeller shows that out 
of a total of 207 different parts and subassemblies contained therein, 139 parts 
and subassemblies are subcontracted, this represents 67 percent of the total parts 
and subassemblies in the unit. The percentage of the total cost of the unit which 
is subcontracted amounts to 36 percent. The JFC-12 Jet engine fuel control 
contains a total of 499 different parts and subassemblies. In this unit, 371 parts 
and subassemblies are subcontracted or 74 percent. The percentage of total cost 
subcontracted amounts to 42 percent. Both of these examples typify the extent 
to which subcontracting is practiced in our every day operations. 
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Hamilton Standard, Windsor Locks, Conn. 
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HS machining line for jet fuel control casting 
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Model 43E60 engine oil hydromatic propeller 


Total different parts and subassemblies... 2. aa. 207 
Total different parts and subassemblies subcontracted____.______--___--__- 139 
Percentage of::total coat subcontracted — ie oa i a ba 36 | 
Percentage of different parts subcontracted_________-__---___-----_--.--- 67 : 
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Model JFC-—12 jet engine fuel control 


Total different parts and swhiesempies. ee a. 499 
Total different parts and subassemblies subcontracted__.__.___--____-_-__-- 371 
Percentage of total cost subcontracted....-..-...___-__-_-.--.-_-----_- 42 
Percentage of different parts subcontracted__..-.._....-..-._--._---_-.. 74 
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DISTRIBUTION OF HAMILTON STANDARD SUBCONTRACT DOLLAR VOLUME - 1955 


TOTAL - $44, 600, 000 
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DISTRIBUTION OF HAMILTON STANDARD SUBCONTRACTORS BY STATES 


TOTAL RUMBER OF SUBCONTRACTORS 20. ccc ccc ccc ccc ccc seer ccc cee eten seen cccecs 3000 
TOTAL NUMBER OF SUBCONTRACTORS (SMALL BUSINESS)... ccc ec eee ete eset eeeeenceeees a. 2637 
TOTAL SUBCONTRACTORS (SMALL BUSINESS) PERCENTAGE OF TOTAL SUBCONTRACTORS ........ 88% 
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eecne 3 44, 600, 000 
TOTAL DOLLAR VOLUME TO SMALL BUSINESS ....... 21, 300, 000 
TOTAL SMALL BUSINESS PERCENTAGE OF TOTAL VOLUME ..........s-suuees 48% 


$15, 400, 000 (35%) —_ 
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DISTRIBUTION OF HAMILTON STANDARD 8UBCONTRACTS 
BY - SUBCONTRACTORS, DOLLAR VOLUME, STATES 
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SrkorsKyY AIRCRAFT DIVISION 


INTRODUCTION 


Sikorsky Aircraft was established as a division of United Aircraft Corp. in 
1943. Prior to that date United’s limited helicopter operations had been carried 
on in a much larger division where common use was made of procurement and 
subcontracting facilities and personnel. 

As a separate division, one of the major decisions facing the new management 
was whether to make or buy its helicopter components. The United States had 
been engaged in World War II for approximately 1% years. Large companies 
were operating at full capacity and had neither desire for new customers’ busi- 
ness nor open machine time to give to it. Shortages of machine tools were al- 
ready becoming acute. 

Faced with these conditions, management of the new division made the de- 
cision, consistent with United's policy, to take full advantage of the ability and 
know-how existent within the many small shops located within the surrounding 
territory. Basement and backyard garage shops operated by 1 or 2 persons, 
as well as slightly larger oragnizations having more pretentious quarters, were 
actively sought to perform subcontract work of Sikorsky Aircraft. 

These small-business suppliers were found to be possessed of an initiative, 
flexibility, and adaptability seldom found in the operations of large organizations. 
Further, instruction and training offered by the division were well received by 
the majority of these small suppliers who evinced a desire to improve the quality 
and speed of their workmanship. 

This policy which, in its consistent application, has enabled the small-business 
suppliers, with their aggressiveness and price consciousness, to become the broad 
and ever increasing foundation of the Sikorsky division subcontract structure. 
The small-business liaison officer is today responsible for the implementation of 
this policy. 

Sikorsky Aircraft Division had upon its source list a total of 2,887 suppliers 
as of January 1, 1956. Of this total 2,257 suppliers (or 78 percent) are listed as 
small-business organizations and 630 suppliers (or 22 percent) are listed as large 
business organizations. 


Below is shown a tabulation of Sikorsky Aircraft procurement disbursement 
for 1955: 


Total procurement disbursement for 1955__....______________ $65, 590, 490. 91 
Percent of total to small business_._._..___.__.____.___________ 65 
Percent of total toques 35 
Totel-eupetiers ini... 2, 887 
Percent of total, ue eee... 78 
Percent of totale uu se... ee 22 


It is proper to note that, because of the increased production activity of the 
(division, the above data, if compiled on a commitment basis, would undoubtedly 
show larger amounts of dollars committed and number of suppliers involved. 


However, the ratio of small to large would maintain the same approximate 
percentages. 








270 AIRCRAFT INDUSTRY 


SIKORSKY AIRCRAFT TOTAL DOLLAR DISBURSEMENTS 1955 - $65,590,490 
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SIKORSKY AIRCRAFT — BUSINESS , CLASSIFICATION 
TOTAL SUPPLIERS - 288 






LARGE BUSINESS 
630 
22% 






The assemblies, details, and services required to construct Sikorsky helicopters 
are procured from business firms, both small and large, located in 35 of the 48 
States and in the District of Columbia. 

The map on the following page illustrates the number of suppliers, classified 
as to small business and large business, and their geographic location. 
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Total dollar amount disbursed to small and to large business organizations in 
each State during 1955 





Small organizations Large organizations 
State 
Amount dis- Num- Amount dis- Num- 
bursed ber bursed ber 
California $1, 104, 792. 19 145 $1, 098, 821. 56 29 
Colorado 9, 650. 91 1 32. 96 2 
Connecticut 15, 872, 838. 65 671 3, 949, 207. 05 114 
Delaw 20, 043. 13 2 132, 368. 70 
District of Colu 652. 82 13 214. 25 
Fl 77, O71. 28 5 14. 5 
( 4, 894. 28 1 467, 012. 22 l 
I] 271, 116. 27 97 1, 654, 994. 2 5 
In ! 7, 857, 862. 88 30 R6, 309. 47 
low 1, 500. 29 3 2, 260. 00 2 
1, 559. 31 9 1, 017. 66 
} 4,09 0 2 
717. 50 l 
\ 424. 49 2 2, 09 
\ 23, 237.37 18 2h, 568 7 
N 623 163 227, 677. 1 
A ROS, SE 19 11 157. S61. 59 
\ 46,112 l 2, 519, 155. 74 
M 134. 01 l 
I 1, 418. 66 ] 86, 874. 26 
H 79, 515. 64 1] 
\ Jersey 5, 492, 952. 7 182 1, 378, 936. 60 45 
’ rk 9, 643, 344. 66 418) 2, 801, 654. 06 137 
Nort ) ] 19, 835. 66 3 
O 603, 526. 60 107 3, 550, 724. 23 7 
OK 21, 435. 26 3 72, 671. 25 l 
Pent vania 1, 269, 420. 58 )2 768, 818. 79 42 
R! Island 95, 560. 43 26 58, 210. 22 7 
South Carolin 171. 20 
» t Dake 6, 365. 04 2 
eXas 44, 092. 98 is 74, 075. 79 t 
Vermont 5, 715. 46 I 51, 033. 69 1 
Vi ia 1, 260. 36 3 205, 771. 91 | 
Washi i 4, 368. 64 2 
West ' 22, 369. 65 l 
Ww 50, 922. &7 25 76, 665. 74 1 
Subtotal 42, 979, 690. 46 2, 257 22, 610, 794. 45 Hol 
r} i] 
tT) WITsery ‘ : $65, 590. $90. 4] 
\ ppliers 7 


COMMUNITY ADVERTISEMENT 


From the date of inception as a separate division, Sikorsky Aircraft has main- 
tained the policy of subcontracting a substantial portion of its production dollars. 
Approximately 55 percent of the cost of Sikorsky’s product is spent with outside 
firms. 

*’reviously, we have shown how these subcontracted dollars find their way 
into 35 of the 48 States. Giving consideration to the subcontracting activities 
of 31 of our larger subcontractors showed that they employ for specialized service 
almost 300 second-tier subcontractors. 

From a local standpoint, the value of this subcontracting policy to the com- 
munity is great. In an effort to acquaint the people outside of the division with 
the assistance which such a policy renders to the economic life of the area, 
Sikorsky Aircraft has published a series of local advertisements, each one being 
built around the subcontract activities of a particular supplier in the nearby 
territory. 

Photostatic copies of several of these advertisements are shown on the following 
pages. 
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SMALL BUSINESSES AND HIGH SKILLS 
HELP PRODUCE SIKORSKY HELICOPTERS 
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S-55 MAJOR COMPONENTS PRODUCED BY SMALL BUSINESS FIRMS 


On the following pages we show two of the major components of the model 
S-55 Sikorsky helicopter. 

The main rotor head containing 635 separate parts fabricated to Sikorsky 
design and the main gear box containing 679 parts are both produced complete 
in kit form by small business organizations. 

Assembly of the kits at Sikorsky Aircraft plant involves the additional use 
of some 845 purchased standard items such as gaskets, nuts, bolts, etc., for the 
main rotor head; and 503 additional purchased standard items fpr the main gear 
box, the bulk of which are produced by small business. 





j 
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Appenpix No. 2 
STATEMENT OF E. BurKE WILFORD, OF MERION, PA. 


The writer has been connected with numerous small businesses in or serving 
the aircraft industry since 1930. He wishes to congratulate the members of this 
House committee on the progress which is made in recent months toward a better 
affiliation of small business with the aircraft industry. Most of the big con- 
tractors are doing a sincere job to bring up their percentage of subcontracting 
above the average 20 percent. It is hoped that continued efforts along this line 
may achieve a subcontracting ratio of at least one-third of all large contracts 
being done by small business. The only real problem is the tendency to over- 
organize small business efforts, rather than assign the work and get it done in 
the best way with the most economy of time and money. 

We are all well acquainted with the fact that there is a great need to speed 
applied research and hurry development so that our aircraft can be kept ahead 
of other nations specializing in the development of air power. On this subject 
the writer wishes to call to the attention of the committee that small business 
can play a leading part. Some of the best aircraft designs now in production 
were originally conceived by individual designers and men working with small 
groups of engineers and mechanics. The B-17 was designed by Boeing in a 
hotel room in Dayton; the C-123 (now standard assault transport) was designed 
by Strukoff Aircraft and now produced by Fairchild ; and the medium bomber, the 
B-57, was first constructed and flown in England by a small experimental com- 
pany and is now being produced by Martin. 

In fact, every large company produces their new designs in this manner, using 
their best designer and surrounding him with possibly under 10 specialist engi- 
neers and layout men with the first ship being constructed in the experimental 
shop. The production specialists are not in charge of the work until the ship 
has proven itself to be a reasonably good flying machine, with the major bugs 
worked out. 

In recent years the time required for the construction and perfection of the 
experimental machine has lengthened. Most people in the aircraft industry think 
this is a natural result of the increased complications of aircraft design and 
equipment to be installed. This is not always the case. The aircraft industry, 
being a captive industry of the United States Government, has a tendency toward 
inefficiency due to overorganization. We are willing to believe that productive 
ability and financial stability can keep our aircraft ahead from an engineering 
and flying viewpoint. This is not always the case, and there is a need for setting 
up and backing prototype building firms that have less than 500 employees. There 
are many groups in this country today who specialize in research and develop- 
ment but are unable to get prime contracts to build prototype airplanes because 
they do not have production facilities. I know of one firm in the convertiplane 
field which has accomplished more with less than $250,000 worth of Government 
paid experimental test work than one of the larger contractors has been able 
to accomplish with many times that amount. The reason was the small firm 
had to move fast and found out its major mistakes quickly while the larger 
firm still has to find out these same mistakes even after production engineering 
has been done. 

It is therefore suggested that the House Committee recommend at least one- 
third of all research and development money available for aircraft construction 
be given to small business. I note in recent technical articles that the Air Force 
complains they have no money to go ahead with an aircraft to replace the B—52’s, 
say in 1960. They ought to start right now on some study work with the existing 
production groups, giving at least a third of the study work to the creative- 
minded people who have ideas on how to reduce the size and cost, and at the 
same time increase the range and speed. 

Another field which is very important to the future of United States airpower 
is the field of convertible aircraft in which the writer has been one of the pioneers. 
The Army has been supplying the money from its meager research and develop- 
ment budget, hoping to produce a transport vehicle which can operate close to 
the front without the benefit of runways. Many of the standard aircraft com- 
panies have contracts to build research articles which will be able to fly out of 
very restricted areas and attain satisfactory military speeds and performance. 
This boom in experimental construction is about 5 years late. Most of these 
principles which are now receiving attention by the aircraft industry were 
scientifically proven at the time of the first Convertible Aircraft Pioneers meet- 
ing in December 1949. Therefore the earmarking of a third of research and 
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development money and its preservation for use in prototype building by small 
aircraft companies will speed the initiation of scientifically proven principles as 
well as speeding their construction and perfection. 

If we are able to save, say on the average 2 to 3 years, in the initiation of basic 
programs through the ability of small business to appreciate new principles 
quicker, and at the same time speed the development of prototypes in their con- 
struction and experimental flight testing, we will be able to keep American aircraft 
reasonably ahead of all foreign competition. 

A research and development project in a small company is its major activity, 
receiving the maximum attention both administratively and technically. In a 
large company research and development programs get only a few top-level 
directives, but they share a very high overhead, resulting in high cost for work 
done. 

Because research and development work is a secondary consideration in large 
companies, and because the pressure of production prevents timely improvements 
and refinements, creative thinking is often discouraged, resulting in its being 
carried on outside the company’s jurisdiction in some engineer’s garage which 
is converted into a little engineering office; thus a small business is formed. 

A small business can make a living and show a profit on research and develop- 
ment work at low cost plus 10 percent, where a big business pours much more 
money into research and development with less results per dollar, including 
it in overhead on their production contracts. 

There are those in the aircraft industry who feel that small groups do not 
have the scientific background and skill to produce complete aircraft. I have 
been a private designer since 1930, and I can truthfully say in the pioneering of 
the helicopter and convertiplane art, that always have I-been able to obtain the 
proper scientific data. The only difficulty I ever experienced was in convincing 
the engineering offices of the Government that the idea would work. Here is a 
place where an interrelation between small business and such séientific institu- 
tions as the aeronautical colleges and institutes can be useful. Creative ability 
is divinely inspired and cannot easily be bought or transferred. But it exists, 
and it exists for small business as well as for the aviation giants. It is the 
writer’s opinion that more of it exists and can express itself in actual flying 
machines quicker and more efficiently if the research and development sections 
of the armed services use the facilities of the private designers and small groups. 
These prototype builders can be associated with the production units in phase II 
and phase III of the best design possible in its classification. 

The broad aviation program for small business should have the following 
objectives: 

1. Thirty percent of all prime contracts to big business should come down to 
small business through subcontracting work with a reasonable profit. 

2. A larger percentage of prime contracts for the production of accessories 
and equipment could be built by small business, which might even run as high 
as 50 percent in certain lines to offset the fact that the production of complete 
aircraft requires large business. 

3. One-third of all research and development money in all types of aircraft and 
accessories be developed by small business which will make the future of American 
aircraft truly healthy. 





Apprenpix No. 3 . 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, May 8, 1956. 
Hon. Tom Steep, 
Chairman, Subcommittee No. 4 (Aircraft Industry), 
Select Committee on Small Business, House of Representatives. 


DEAR Mr. CHAIRMAN: In letter dated May 1, 1956, the Honorable James Roose- 
velt requested a list of personnel, both civilian and military, assigned by the 
Air Force to the Douglas and North American plants in California. 

Attached hereto is the desired list of personnel which includes all military 
personnel and all civilian personnel who have a grade of GS-9 or above. The 
number of personnel employed in the grades of GS-8 and below are furnished in 
totals which I understand meets with your approval. 

I wish to express my appreciation to you and the members of your subcom- 
mittee for inviting Air Force representatives to attend these hearings and to 
give testimony on the Air Force small-business subcontracting program. Brig. 
Gen. Harley S. Jones, Deputy Director of Procurement and Production, Headquar- 
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ters, Air Materiel Command; Mr. Maurice Johnson, Chief, Small Business Office, 
Headquarters, Air Materiel Command; and Lt. Col. C. W. Armbrust, Chief, Air- 
frame, Missile, and Engine Section, Indystrial Resources Division, Directorate 
of Procurement and Production, Headquarters, Air Materiel Command, will be 
the Air Force witnesses. Copies of any prepared statements to be used by the 
Air Force representatives will be furnished to your subcommittee in advance 
of the hearings. 

I have designated an officer of the Directorate of Legislative Liaison to be 
present at these hearings for the purpose of aiding your subcommittee in every 
way possible. 

Sincerely yours, 
JAMES H. Dovuatas, 
Under Secretary. 
North American Aviation 


Col. D. A. Cooper, Inglewood, plant representative. 

Lt. Col. F. G. Phillips, Inglewood, deputy representative. 

Maj. C. E. Good, Inglewood, chief of flight operations and acceptance. 

Maj. W. F. Woolfolk, Fresno, assistant plant representative. 

Capt. R. J. Byron, Inglewood, flight test acceptance pilot. 

Capt. L. R. English, Ingiewood, flight test acceptance pilot. 

Capt. W. E. Farrar, Jr., Palmdale, flight test acceptance pilot. 

Capt. J. B. Garrison, Rocketdyne, Canoga Park, liaison officer to Atlas project. 
Capt. C. W. Hawley, Downey, assistant plant representative. 

ist Lt. D. R. Smith, Rocketdyne, Canoga Park, assistant plant representative. 
1st Lt. J. F. Wood, Fresno, acceptance pilot. 

2d Lt. C. C. Clawson, Inglewood, project officer. 

2d Lt. W. E. Snyder, Inglewood, project officer. 


Douglas Aircraft 


Col. Frank FE. Wright, Douglas, Long Beach, plant representative. 

Maj. Willard L. Horn, Douglas, Long Beach, assistant plant representative and 
chief, flight test. 

Maj. Glenn M. Wheeler, Douglas, Long Beach, assistant plant representative. 

Capt. Robert P. Walker, Tucson, flight test acceptance pilot. 

Capt. Frederick A. Borman, Tucson, flight test acceptance pilot. 

Capt. Paul R. Hinckley, Douglas, Long Beach, flight test acceptance pilot. 

ist Lt. John L. Loeb, Douglas, Long Beach, production and procurement officer. 


North American Aviation, Inglewood, Calif., and support facilities at Palmdale; 
Rocketdyne, Canoga Park; Downey; and Fresno 


MILITARY 
Col. D. A. Cooper, Inglewood 
Lt. Col. F. G. Phillips, Inglewood 
Maj. C. E. Good, Inglewood 
Maj. W. F. Woolfolk, Fresno 
Capt. R. J. Byron, Inglewood 
Capt. L. R. English, Inglewood 
Capt. W. BE. Farrar, Jr., Palmdale 
Capt. J. B. Garrison, Rocketdyne, Canoga Park 
Capt. C. W. Hawley, Downey 
ist Lt. D. R. Smith, Rocketdyne, Canoga Park 
1st Lt. J. F. Wood, Fresno 
2d Lt. C. C. Clawson, Inglewood 
2d Lt. W. EK. Snyder, Inglewood 


CIVILIAN 


J. M. Kennerley, GS—13, contract specialist, contract division, Inglewood 

M. R. Bouse, GS-13, supervisory aircraft inspector, quality control division, 
Inglewood 

G. Rips, GS-13, contract specialist, liaison officer, Columbus, Ohio 

W. H. Taylor, GS-12, contract specialist, contract division, Inglewood 

W. P. Simes, GS-12, contract specialist, contract division, Inglewood 

J. P. Engel, GS-12, supervisory aircraft inspector, quality control division, 
Inglewood 

T. M. Herchmer, GS—12, supervisory production specialist, production division, 
Inglewood 


83346—56——_19 
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C. B. Weaver, GS-11, cost analyst, contract division, Inglewood 

BE. F. Hollarn, GS—11, cost analyst, contract division, Rocketdyne 

W.K. Rehe, GS-11, cost analyst, contract division, Downey 

Cc. O. Colson, GS-11, industrial property officer, industrial property division, 
Inglewood 

T. H. Myers, GS-11, production specialist, production division, Inglewood 

K. P. Wiley, GS-11, industrial specialist, production division, Inglewood 

E. C. Kindelberger, GS-10, security officer, security division, Inglewood 

P. C. Vingoe, GS-9, supervisory administrative assistant, services division, 
Inglewood 

J. F. Brantley, GS—9, security officer, security division, Inglewood 

D. M. Butler, GS—9, security officer, security division, Downey 

N. G. Vial, GS-9, security officer, security division, Rocketdyne 

L. G. Brown, GS-9, cost analyst, contract division, Inglewood 

L. M. Morris, GS-9, cost analyst, contract division, Fresno 

J. J. Oram, GS-9, surplus property disposal officer, contract division, Inglewood 

T. B. Swaggerty, GS-9, industrial property officer, industrial property division, 

Inglewood 

M. M. Tobey, GS-9, supervisory aircraft inspector, quality control division, 
Inglewood 

D. E. Harlow, GS-9, radio and electronic equipment inspector, quality control 
division, Inglewood 

E. R. Ehrhardt, GS-9, materiels and process inspector, quality control division, 
Inglewood 

F. B. Jackson, GS-9, aircraft inspection specialist, quality control division, 
Inglewood 

J. L. Sandford, GS-9, technical and engineering data specialist, quality control 
division, Inglewood 

M. T. Barnett, GS-9, production specialist, production division, Inglewood 

L. R. Perkins, GS-9, production specialist, production division, Inglewood 

D. C. Harrison, GS-9, production specialist, production division, Rocketdyne 

Kk. J. Ramsey, GS-9, production specialist, production division, Fresno 

F. M. Gorey, GS-9, production specialist, production division, Downey 


Total number in grades GS-8 through GS-2: 
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Wage board 21. .($2.45 ner: hour) 6s scien cbitiaip cet bei of 4 
Wage farcman 1) (2601. Oar Wee) 32 ..::saccmantieaecen ame seeeeermbcees take: be 1 
Wage foreman 10, ($8.19 per hour) 2.22. ccsaniwcic cicgues enon onde dels 2 
Wage foreman 9..($3.01 per: Bour) ain sinicce cnt ci a betes ae ai ti Le 8 

Total number military and civilian assigned North American Aviation and 

support facilities: 

EIR cities coccinea eee a Tee 13 
GS-0 and above................~ sail delish basing woeiesaD-t1.t 82 
GS-8 and below... 2. nn nckcccene ete LD 56 
Wage beard.....................wisdlenpeesehaeiedediaeddlenitet i. 46 
| a eM VS ETN sem Wi 11 
Dek 2S inn mine enneenmnipeniiien een ie ie ee 158 


Douglas Aircraft, Long Beach, Calif., and support facilities at Santa Monica, 
Calif., and Tucson, Ariz, 


MILITARY 


Col. Frank E. Wright, Douglas, Long Beach 
Maj. Willard L. Horn, Douglas, Long Beach 
Maj. Glenn M. Sheeler, Douglas, Long Beach 
Capt. Robert P. Walker, Tucson 

Capt. Frederick A. Borman, Tucson 

Capt. Paul R. Hinckley, Douglas, Long Beach 
1st Lt. John L. Loeb, Douglas, Long Beach 





eo 





AIRCRAFT INDUSTRY 285 


CIVILIAN 


David M. Jackson, GS-13, supervisor, aircraft inspector, quality control division, 
Douglas 

James D. Price, GS-13, supervisor, contract specialist, contract division, Santa 
Monica 

Porter B. Coolidge, GS-12, supervisor, contract specialist, contract division, 
Douglas, Long Beach 

Fred C. Grant, GS-12, supervisor, aircraft inspector quality control division, 
Douglas, Long Beach 

David R. Whyte, GS-12, supervisor, production specialist, production division, 
Douglas, Long Beach 

Karl M. Bates, GS-11, supervisor, production specialist, production division, 
Douglas, Long Beach 

Ear! E. Carter, GS-11, supervisor, cost analyst, contract division, Douglas, Long 
Beach 

Francis W. Rogers, GS-11, supervisor, industrial property officer, industrial 
property branch, Douglas, Long Beach 

Harold M. Zinn, GS-11, supervisor, contract specialist, contract division, Santa 
Monica 

Clara P. Muth, GS-9, supervisor, administrative assistant, services division, 
Douglas, Long Beach 

Margaret M. Billing, GS-9, cost analyst, contract division, Douglas, Santa 
Monica 

Robert D. Edwards, GS-9, cost analyst, contract division, Douglas, Santa 
Monica 

Chester Riggsby, GS-9, cost analyst, contract division, Douglas, Long Beach 

William J. Edmunds, GS-9, contract specialist, contract division, Douglas, Long 
Beach 

Marvil A. Johnson, GS-9, production specialist, production division, Douglas, 
Long Beach 

Henry Markkanen, GS-9, surplus property officer, contract division, Douglas, 
Long Beach 

Edward J. Green, GS-9, production specialist, production division, Douglas, 
Long Beach 

Artis A. Billard, GS-9, aircraft inspector, quality control division, Douglas, Long 
Beach 

Eugene P. Higbee, GS-9, technical and‘engineering data specialist, quality con- 
trol division, Douglas, Long Beach 

Mark Koogler, GS-9, aircraft materiel and process inspector, quality control 
division, Douglas, Long Beach 

Ted J. Miller, GS-9, aircraft materiel and process inspector, quality control divi- 
sion, Douglas, Long Beach 

Chester A. Shaw, GS-9, package inspector, quality control division, Douglas, 
Long Beach 


John Yeyna, GS-9, radio and electronics inspector, quality control division, 
Douglas, Long Beach 


Total number in grades GS-8 through GS-3: 
GS-8 
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f AF SMALL BUSINESS OFFICE NR. 


SMALL BUSINESS COORDINATION SHEET 





. As PURCHASE REQUEST NR. 





1 8. DESCRIPTION OF ITEM OR SERVICE 


Ce ESTIMATED AMOUNT 





2 SUPPLIES OR SERViCces [_]ARE [_] ARE NOT WITHIN CAPABILITIES OF SMALL BUSINESS TO SUPPLY OR PERFORM,’ : 


3% THE PROCUREMENT Witt Ge [ |ADVERTISED [| NEGOTIATED. 
4 Ae BIDDERS’ MAILING LIST CONTAINS NAMES OF LARGE BUSINESS FIRMS ______s SMALL BUSINESS FIRMS. 
OF FIRMS ON BIDDERS’ MAILING LIST, LARGE BUSINESSES _—___.s SMALL BUSINESSES WILL BE SOLICITED, 


(1! a negative anewer is given to any of the following It~me 4B thru 4E below, explanation is required.) a 
8. QUANTITIES [|] ARE ] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS TO COMPETE. 
= wan 
F 


CG DELIVERY scHEDULes [ ]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS, INCLUDING POTENTIAL 
SUPPLIERS, TO COMPETE. 


D. INFORMATION (SPECIFICATIONS, DATA, DRAWINGS, ETC.) [_]IS [_]1S NOT SUFFICIENT FOR COMPETITION BREXMIOCOSE j 
ESOS ; 





E. time [_]!S [_]iS NOT SUFFICIENT TO PERMIT POTENTIAL SOURCES TO ADEQUATELY PREPARE AND SUBMIT QUOTATIONS. 


& A. PROCUREMENT [_]wiLt [_] WILL NOT BE SYNOPSIZED. ADVANCE NOTICE: [_] ves [_]NO. 





8. EXCEPTION TO SYNOPSIS (AFP) 2-206) 


“IF PUBLISHED, THE FOLLOWING DESCRIPTION WILL BE USED: — 


& A. DEFENSE MANPOWER POLicY NR. iv [_]!S [_]1S NOT APPLICABLE, 


GB. DEFENSE MANPOWER POLICY WR. iv seT Astoe [ ]wht [_] WiLL NOT BE APPLIED, PER CENT 


7. A. SMALL BUSINESS SET ASIDE [_]witt [_] WILL NOT BE APPLIED. NUMBER _PER CENT SET ASIDE 


8. BIOSETS [_]wit [ } WILL NOT BE MAILED TO SMALL BUSINESS ADMINISTRATION OFFICES. 


& THE AF SMALL BUSINESS SPECIALIST HAS ADDED THE FOLLOWING NAMES TO BE INCLUDED IN THE BIDDERS’ MAILING LiST FOR 
SOLICITATION, (Nemee furnished by Sme!! Business Administration are marked with an eeteriak.) 


BUYER AF SMALL BUSINESS SPECIALIST 





7) @newer i¢ affirmative, the Buyer will, prior to meking eward, furnish the AF Small Business Specialiet with a copy of the abstrect of bide.er 
propesele, including any engineering of laberatc:y evaluation that has influenced the procurement, The Buyer will indicate whether each company 
submitting a bid !« large or amai!l business. 





AMC Bn 56 251A PREVIOUS EDITIONS OF THIS FORM ARE OBSOLETE. AF-WP-O-5 APR S6 40M 


Navy witnesses: 
Rear Adm. J. D. Pearson, Jr., Bureau of Aeronautics, general representative, 
western district 
Comdr. R. H. Prickett, Staff, Bureau of Aeronautics, western district 
Capt. F. D. Pfotenhauer, Bureau of Aeronautics representative, El Segundo, 
Calif. 
Mr. Louis Ybarguen, Staff, Bureau of Aeronautics, El Segundo, Calif. (Douglas) 
Comdr. BE. W. Watkins, Jr., Bureau of Aeronauti¢s representative, Englewood, 
Calif., (North American) 
On hand, but not to be a witness: Comdr. J. S. Taretsky, small business 
specialist, Bureau of Aeronautics. to es ee ays 
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AIRCRAFT INDUSTRY 


Appenpix No. 4 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, May 16, 1956. 
Hon. JAMES ROOSEVELT, 
Select Commitiee on Small Business, 
House of Representatives, Washington, D. C. 

My Drar Mr. ROOSEVELT: As requested in your letter of May 10 to Hon. 
Charles S. Thomas, I am enclosing herewith lists of personnel assigned by the 
Navy to the Douglas and North American plants. 

In connection with the hearings to be held in Los Angeles on May 21 and 22, 
arrangements are going forward to provide Navy witnesses at these hearings, 
and I will furnish their names to your office by Friday May 18. 

if there is anything further which you may require, please do not hesitate 
to let me know. 

Sincerely yours, 
R. H. Focier, 
Assistant Secretary of the Navy (Material). 


Military personnel assigned to Bureau of Aeronautics representative, El Segundo, 
and Bureau of Acronautics resident representative, Santa Monica 


BAR, EL SEGUNDO, CALIF, 


Capt. F. D. Pfotenhauer 
Comdr. R. J. Thompson 

Lt. Comdr. R. H. Desbrow, Jr. 
t. Comdr. C. C. McBratnie 
4t. Comdr. A. O. Sagen 

it. Comdr. G. P Milton 

it. Comdr. C. R. Johnson 

t. Comdr. J. A. Nelson 

t. Comdr. S. G. Gorsline, Jr. 
t 


Lt. J. A. Romano 

Lt. J. A. Carmack, Jr. 

Lt. J. M. Arnold 

Ens. G. J. Rodrique 

ADC. A. R. Deboo 

ALC (AP) J. W. Schliekelman 
YN1. J. G. Proctor 

AD1. R. L. Kern 

ATS3. R. L. Malone 


BARR, SANTA MONICA, CALIF. 


Comdr. J. A. O’Neil 
Comdr. R. F. Kennon 


Bureau of Aeronautics representative civilian personnel assigned Douglas, Hl 


Lt. Comdr. R. (N) Gaibler 
Lt. Comdr. H. J. Williams 


Segundo, and Santa Monica plant 


AIRCRAFT INSPECTOR (GENERAL) 


John A. Baer, GS-12 
Thomas H. Warner, Sr., GS-11 
Leonard C. Tate, GS-11 
Leonard A. Kraft, GS-10 
Kenneth Jansen, GS-10 
Max W. Cogdill, GS-10 
Donald N. Rung, GS-10 
Richard D. Boutell, GS-10 
Leon W. Hutchinson, GS-10 
Robert Skillman, GS-9 (n) 
Constant E. Capellini, GS-9 
Edwin G. Shapley, GS-9 
Harold L. Layman, GS-9 
Ralph E. MeCoy, GS-9 
Joseph Venezia, GS-9 (n) 
Albin J. Weber, GS-9 

John W. Warren, GS-9 
Francis A. Boone, GS-9 
William W. Gibson, GS-9 
Otto A. Bauer, GS-9 

Merch L. Bollman, GS-9 
William F. Gutcher, GS-8 


Ralph E. Moore, GS-8 
Arthur D. Smallcomb, GS-8 
Harold Washeur, GS-8 (n) 
Carl P. Caster, GS-8 

John W. Rixon, GS-8 
Vernon L. Stern, GS-8 
Nathan Goodis, GS-8 (n) 
Elvin F.. Schoonover, GS-8 
Sidney Boys, GS-8 (n) 
Bernard Ruby, GS-8 (n) 
Chester H. Swindell, GS-8 
Wilton C. Neeley, GS-8 
William Chopoorian, GS-8 (n) 
Ralph N. Zaborowski, GS-8 
Irvin B. Bishop, GS-8 
James T. Farrelly, GS-8 
Henry C. Githens, GS-8 
Devere F. Buckland, GS-8 
Thomas J. Bullard, GS-8 
John N. Modaff, GS-8 
Leonard W. Anderson, GS-8 


enters o 
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Bureau of Aeronautics representative civilian personnel assigned Douglas, El 
Segundo, and Santa Monica plant—Continued 


AIRCRAFT INSPECTOR (GENERAL) —continued 


Maurice E. Barnes, GS-8 Frank R. Seccombe, GS-8 
Max W. Billingsley, GS-8 Raymond J. Kretschmer, GS-8 
Paul Tecktiel, GS-8 (n) William F. Cooney, GS-8 
Carlos L. Echaves, GS-8 Fred Ernst, Jr., GS-8 

Sam 8S. Lieberman, GS-8. Benjamin Finley, GS-8 
Theodore Radny, GS-8 (n) Albert H. Murray, GS-8 
Ulric Jones, GS-8 Leland B. Culp, GS-8 

Glen L. Thomas, GS-8 William H. Eubanks, GS-8 
Claude V. Voliva, GS-8 William E. Orrison, GS-8 
Lurman A. Neal, GS-8 Warren H. Lee, GS-7 

Clyde M. Harrison, GS-8 Laddie G. Little, GS-7 

Floyd N. Pfankuch, GS-8 Earl T. Stogsdill, GS-7 
Arthur F. Jones, GS-8 Liborio R. Campo, GS-7 
Joseph M. Pasko, GS-8 John W. Roberts, GS-7 

Billy J. Bowers, GS-8 Raymond DeFelice, GS-7 (n) 
Anton J. Lygum, GS-8 Abe Chernack, GS-7 (n) 
Raymond C. Palmer, GS-8 Maury Erenberg, GS-7 
Richard D. Howard, GS-8 Donald F. Hamacher, GS-7 
Henry E. Wilkenson, GS-8 George A. Bernard, GS-7 
Orville Clay Ballew, GS-8 Charles F. Barnes, GS-7 


Carl H. Homanberg, GS-8 


AIRCRAFT INSPECTOR (ELECTRONICS) 


Richard D. Williams, GS-10 Dorothy B. Koeneker, GS-8 
John 8. Banasiak, GS-9 Charles Plunkett, GS-8 (n) 
Marion F. Eastwood, GS-9 John F. Krupens, GS-8 
Donald F. Fiske, GS-9 George E. Hammond, GS-& 
Warren C. Haglund, GS-9 Anthony C. DeAro, GS-8 
Frank J. Atkins, GS-8 William L. Gould, GS-8 
Andrew W. Winther, GS-8 Angel P. Griego, GS-8 
Raymond G. Tufts, GS-8 James H. Bennett, GS-8 
John R. Immekus, GS-8 Robert B. Allen, GS-8 
Clyde B. Brown, GS-8 Leland L. Hileman, GS-8 
Emmett B. Hayden, GS-8 Samuel W. White, GS-8 
Wayne C. Zentmeyer, GS-8 Wallace M. Todd, GS-7 
Loren R. Hammond, GS-8 Roy M. Mahan, Jr., GS-7 
Russell P. Lee, GS-8 James E. Doyer, GS—7 


AERONAUTICAL ENGINEER 


George A. Rathert, GS-14 Henry L. Peyron, GS-11 
Lowell C. Weinberg, GS-12 Wilbur F. Young, GS-11 
Wayne A. McGowan, GS-12 Harold D. York, GS-11 
Aldis R. Clemens, GS-11 William L. Butler, GS-11 


ENGINEERING TECHNICIAN 


Harry Kalfin, GS-9 (n) Holger Helene, GS-9 
ELECTRONIC ENGINEER 

Joseph D. Rufo, GS-11 Alexander P. Rich, GS-9 
CONTRACT SPECIALIST 

Louis Ybarguen, GS-13 James H. Patterson, GS-9 

James ©. Stuart, GS-12 Allison 8. Bishop, GS-10 

James 8. Evans, GS-12 Albert E. Tierney, GS—10 

Robert P. Herzig, GS-11 Virginia L. Agnew, GS-7 


Donald C. Beal, GS-11 
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Bureau of Aeronautics representative civilian personnel assigned Douglas, El 
Segundo, and Santa Monica plant—Continued 


PRODUCTION 


Glenn W. Briggs, GS-11’ 
Joseph A. Aurelio, GS—12° 
Leonard P. McDonald, GS-9 
John W. Mullin, GS-9’ 
William F. Weldon, GS-9 * 


SPECIALIST 


Wayne BE. Donnelly, GS-9* 
Richard F. Adams * 
Herbert A. Frank, GS-8’ 
Roy L. Freeman, GS-8’ 
Clay McElwee, GS-8 (n)* 


SECURITY SPECIALIST 


Elby Bass, GS-9 (n) 


Robert Gruwell, GS-9 (n) 


CLERK 


Alice N. Ovington, GS-6° 
Elizabeth B. Gutcher, GS-5 ° 
Margaret M. Huber, GS-4° 
Ruth M. Wilson, GS-4" 
Florine T. Roberts, GS-4 * 


Juliet Ruiz, GS—4 (n) 
Mary E. Venerable, GS—4° 
Irene E. Edelman, GS-3 
Gene Brieland, GS-3 

Vera A. Nelson, GS-2 


CLERK-TYPIST 


Gertrude E. Walter, GS-3 
Isabel R. Vartabedian, GS-3 
Marian A. Owens, GS-3 
Ruth H. Schaer, GS-3 
Collette C. Johnson, GS-3 
Patsy L. Beck, GS-3 
Sara L. Rodick, GS-3 
Jessie M. See, GS-3 
Elizabeth Thomas, GS-3 
Chonita Hupp, GS-3 (n) 
Tollie R. Cordova, GS-3 


(n) 


Alice D. Rahaim, GS-3 
Laura Y. H. Kiehm, GS-3 
Ruth R. Lucido, GS-3 
Suzanne Hebb, GS-3 (n) 
Dorothy G. Morton, GS-2 
Helen V. Perrin, GS-2 
Helen Mah, GS-2 (n) 
Janice M. Eltaha, GS-2 
Zera Sanford, GS-2 (n) 
Ruby V. Rimmer, GS—2 
Patricia R. Winkle, GS-2 


CLERK-STENOGRAPHER 


Dorothy F. McKee, GS—4 
Constance K. Walter, GS—4 
Ximena H. Watson, GS-4 
Katherine M. Nulty, GS-4 
Gertrud N. Kalfin, GS—4 
Lucille H. Saurette, GS—4 


Personnel assigned to Bureau of Aeronautics Representatives, North American 
Aviation Plant, Inglewood, Calif. 


D. W. Watkins, commander 
R. G. Burnett, commander 
R. G. Kerr, lieutenant (JG) 
Robert P. Hill, GS-12 

C. G. Wright, GS-11 

John B. Barnard, GS-11 

F. J. O’Shea, GS-11 

M. P. Gerton, GS-9 

Earl Levengood, GS-9 

G. Z. Walker, GS-9 

Ronald Plews, GS-8 

Edwin L. McKinney, GS-8 
H. A. Rockwell, GS-8 
Lucille Guinn, GS-5 
Thelma McCone, GS-4 


1 Production facilities specialist. 

2 Production specialist (aircraft). 

3 Production specialist (machine and tools). 
4Production materials specialist (aircraft). 
5 Supervisory clerk. 


Helen D. Shalita, GS-4 
Helen M. Wolff, GS-4 
Rachel J. Beckner, GS-3 
M. Estner Tatro, GS-3 
Sharon Burdett GS-3 (n) 


Dorothy M. Devine, GS-4 
Harriet T. Lambert, GS-4 
Ruth A. Maison, GS—4 
Merle G. Russell, GS-4 
Roberta F. Thrift, GS—4 
Elaine M. Clegg, GS-3 
Loretta A. Duffour, GS-3 
Carol A. Matthiason, GS-3 
Mary P. Smith, GS-3 

Amee C. Tye, GS-3 

Helen M, Blazer, GS-2 
Libby Charm, GS-2 

Esther B. McFarland, GS-2 
James C. Taylor, group IlI/chauffeur 





® Mail and file supervisor. 

7 Supervisory fiscal accounting clerk. 
8 Property and supply clerk (typist). 
® Supervisory personnel clerk. 
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Defense Department contractors’ small-business liaison officers 
MIDDLETOWN AIR MATERIEL AREA 


Boston AIR PROCUREMENT DISTRICT 


ry ; | 








Company | Small business liaison officer | Responsibility 

Chandler-Evans Division of Niles-Bemont- | Louis G. Burns, sales manager__..| Air Force. 
Pond Co., West Hartford, Conn. 

Laboratory for Electronics, Inc., 75 Pitts St., | Sims McGrath__..-....-.-.-...--- | Do. 
Boston, Mass. 

The Perkin-Elmer Corp., Norwalk, Conn.____-- Do ee SS ae Sa Do. 

Sikorsky Aircraft, Division of United Aircraft | R. P. Lord_...-_-.-...--...-.-.--- Do. 
Corp., Bridgeport, Conn. 

The Bassick Co., Division of Stewart-Warner | A. E. Ramsome-__--...........--.-- Do. 
Corp., 437 Howard Ave., Bridgeport, Conn. | 

AVCO Manufacturing Corp., Lycoming | George Rapuano-_---_-_-_-- oe Do. 
Division, Stratford, Conn. | | 

Consolidated Diesel Electric Corp., Ludlow and | David Lavker, director of pur- | Navy. 
Canal St., Stamford, Conn. | chases. 

Craig Systems, Ine. (formerly Craig Machine, | C. J. Kvasnak, vice president in | Do. 
Inc.), 90 Holten St., Danvers, Mass. charge of Government contracts. | 

Pioneer Parachute Co., Inc., Manchester, Conn.| Lyman H. Ford, president-_-__-_--- Do. 

Raytheon Manufacturing Co., Waltham, Mass.._} Ernest F. Leatham, assistant to Do. 

| the president. 

Ultrasonic Corp., 640 Memorial Dr., Cambridge, | F. H. Guerette, director of pur- | Do. 
Mass. | chases. 

Lighting Division, Sylvania Electric Products, | Henry F. Callahan, general man- Do. 
Boston St., Salem, Mass. ufacturing manager. | 

Pratt & Whitney Aircraft Division, United | D. W. Harris-_--.-.-......-....--.. Do. 
Aircraft Corp., New Haven, Conn. 

Hamilton Standard, Division United Aircraft | G. W. Hatzenbuhler, NA 3-1621, Do, 
Corp., Windsor Locks, Conn. extension 8157. 

Electronics Division, Sylvania Electric Prod- | Charles W. Hosterman, assistant Do. 


ucts, 100 Sylvan Rd., Woburn, Mass, . | general manager, 5 ; 
Connecticut Telephone & Electric Corp., Meri- | D. A. Sutch, executive vice presi- | Army. 
' 


den, Conn. dent. 
Remington Rand, Inc., 1 Atlantic St., Stamford, | Albert M. Ross, executive vice | Do. 
Conn. president for engineering. 
Waltham Watch Co., Waltham, Mass__-_.-...-- | William H. MeMorrow, vice | Do. 
| _ president. | 
Stewart Die Casting Division, Stewart-Warner | George W. Wilder____. ara Do. 


ae 275 W arren St., 4 Dridanport, Conn. 


~<02- _.| Armed Services 
| Medical Pro- 
| 








curement 
Agency. 
NEW YORK AIR PROCUREMENT DISTRICT 
Fairchild Camera & Instrument Corp., Robbins | Charles Westerstrom_........_....; Air Force. 
Land, Syosett, Long Island, N. Y. 
Link aoe Inc., Binghamton, A 8S) =a diac Do. 
The W. L. Maxson Corp., 460 West 34th St., | J. E: Caddle__.-._.______- : Do. 
New York, N.Y. 
Mergenthaler Linotype Co., Park Ave. and | Carl Hergrueter, manager of Gov- Do. 
Ryerson St., Brooklyn, N. Y. | _ ernment contracts. 
Olympic Radio & Television, Inc., 34-01 38th | Dave Gerstein, manager of Gov- | Do, 
Ave., Long Island City, N. Y. | ernment products division. 
Standard Rolling Mills, 196 Diamond St., | John S. Elwin.__.....-............ Do 
Brooklyn, N. Y. | 
Vv uy lex, ine, , 35-01 Queens Blvd., Long Island | on D. Blum, contract adminis- Do 
ity, N. Y. rator. 
Engine Division, Fairchild Engine & airpaine'| £. E. W. Hill, 7. R. Walker. _...-..-- Do, 
Corp., F armingdale, Long Island, NY. 
Stratos ‘Division, Fairchild Engine & Airplane | John L’Hommedieu___----...-.-.. Do 
Corp., Bay Shore, Long Island, N. Y. 
Farrand Optical Co., Inc., Bronx Blvd. and East | C. E, Wernlein--.-.-......-.--.-- | Navy. 
238th St., New York, N. Y. 
Greer Hydraulics, Inc., New York International | David. Fromson, secretary and | Do. 
Airport, Jamaica, N. Y. | contracts manager. 
Hazeltine Electronics Corp., 58-25 Little Neck | B. H. Rogers, assistant vice presi- | Do. 
Parkway, Little Neck, Long Island, N. Y. dent for procurement. 
Guided Missiles Division, Fairchild Engine & George J. Weyer <.--oe-<-- ag - Do, 
“ Corp., W yandanch, Long Island, | 
| | 
Linde Air Fptumte Co., 30 East 42d St., New | E, Easterly, vice. president, dis- Do. 
York, N. tribution. 
Lata Bnginering Co., 511 5th Ave., New York, | E. H. Webster, vice president in Do. 
| 


| charge of production and pur- 
chasing, 


83346—56——20 


cee OC 
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Defense Department contractors’ small-business liaison officers—Continued 
MIDDLETOWN AIR MATERIEL AREA—Continued 


NEW YoRK AIR PROCUREMENT DistRIcT—Continued 























Company Small business liaison officer Responsibility 
Reeves Instrument Corp., 215 East 91st St., | Mr. George C. Konolige, assistant | Navy. 
New York, N. Y. to the president. 
Sperry Gyroscope Co., Division of Sperry Rand | Mr. James Mattern, production Do. 
Corp., Great Neck, N. Y planning manager. 
Sylvania Electric Products, Inec., Research |Dr. R. M. Bowie, director of engi- Do, 
Laboratories, Bayside, N. Y. neering and research, 
Emerson Radio & ‘Phonograph Corp., 524 West | Mr. Joseph Nass........-........- Army. 
23d St., New York, N. Y. 
The Hammarlund ‘Manufacturing Co., Ine., | Mr. F. F. Sylvester, general sales Do. 
460 West 34th St., New York, N. Y. manager. 
hamxt Manufacturing, 60 Broadway, “Brooklyn, Mr. Bernard Krieger, Govern- Do. 
Y. ment contract administrator. 
Palared Seerenies Corp., 43-20 34th St., Long | Mr. 8. Merrill Skeist__.........._- Do. 
Island City, N. 
Radio Receptor Cs., Inc., 240 Wythe Ave.,| Mr. Leo Friedman, purchasing Do. 
Brooklyn, N. Y. agent. 
Reliance Manufacturing Co., Empire State Mr M. G. Kagan, vice president_-. Do. 
Bldg., 350 5th Ave., New York, N. Y. 
Servo Corporation of America, 20-20 Jericho | Mr. Charles F. Healey_........--- Do. 
Turnpike, New Hyde Park, N. Y. 
United States Rubber Co., 1230 Avenue of the | Mr. S. W. MacKenzie, director of Do. 
Americas; New York, N. Y. purchases. 
Olin Mathieson Chemical Corp., 460 Park Ave., | Mr. William G. Foster, executive Do. 
New York, N. Y. vice president. 
NEWARK AIR PROCUREMENT DISTRICT 
Air Associates, Inc., Teterboro, N. J__-.-- ancneaeiia C. M. Leeds, vice president and Air Force. 
general manager. 
Curtiss-Wright Corp., Wood-Ridge, N. J__..---- T. O. Coyne, vice president and Do. 
Girester of peetnEne, planning, 
d procurement. 
Kesett, Oo Inc., 1150 McBride Ave., Little Charles F. Bartlam, purchasing Do. 
alls, N. J. 
Weston Electrical Instrument Corp., Newark, F. — Hawthorne, secretary- Do. 
N. J. treasurer. 
Allen B. DuMont Laboratories, Inc., 750 Bloom- | H. B. Graham, manager of Gov- | Navy. 
field Ave., Clifton, N. J. ernment contracts. 
Radio Corporation of America, Camden, N. J_-.-| V. deP. - py vice president, Do. 
materials. 
Switlik Parachute Co., 1325 East State St., | E. A. Scott.........-.....-.......- Do. 
Trenton, N. J. 
er, Works, Western Electric Co., Kearny, | W. F. Dietrich........-...--.--..- Army. 
ROCHESTER AIR PROCUREMENT DISTRICT 
Aircooled Motors, Inc., Syracuse, N. Y-....---..- A. K. Stevens, purchasing man- | Air Force. 
ager. 
Bell eo Corp., Post Office Box 1, Buffalo, — P. Whitman, first vice presi- Do. 
ent. 
Sent Aviation Corp., Lancaster, N. Y _--.------ John C. Goodell. .........-.<-2-.L2 Do. 
Bausch & Lomb Optical Co., 626 St. Paul St., | C. S. Buss, purchasing agent__---- Navy. 
Rochester, N. Y. 
Eastman Kodak Co., Rochester, N. Y.__------- Harmar Brereton _-__.--.-.-.------ Do. 
Electronic Systems Division, Sylvania Electric | Henry Lehne, general manager---- Do. 
Products, Inc., Buffalo, N. Y 
PHILADELPHIA AIR PROCUREMENT DISTRICT ‘ 
Aircraft Division, Fairchild Engine & Airplane | O. D. Collins___--.-.-.----.---.- Air Force 
Corp., Hagerstown, Md. 
AVCO Manufacturing Corp., Lycoming Divi- | C. L. Briceland___........-...---- Do. 
sion, Williamsport, Pa. 
All American Engineering Co., Box USS 2668 some F. Stocki, director of pur- | Navy. 
DuPont Airport, Wilmington, Del. ¢ asing. 
— Company of America, Pittsburgh, | R. 7 Meer. 20 ast Sy tie Do. 
a. 
Exide Industrial Division, The Electric Storage | H. 8. Stevemson.__...........----- Do. 
Battery Co., 42 South 15th St. at Chestnut, 
Philadelphia, Pa. 
Heppenstall Co., Hatfield St., Pittsburgh, Pa__| J. O. Phillips, assistant to execu- Do, 


tive vice president. 





ee 
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Defense Department contractors’ small-business liaison officers—Continued 
MIDDLETOWN AIR MATERIEL AREA—Continued 


PHILADELPHIA AIR PROCUREMENT District—Continued 





Company 





Joy Manufacturing Co., Henry W. Oliver 
Bldg., Pittsburgh, Pa. 

The Glenn L. Martin Co., Baltimore, Md-_----- 

Maryland Electronic Manufacturing Corp., 
College Park, Md. 

Mine Safety Appliances Co., 201 North Brad- 
dock Ave., Pittsburgh, Pa. 

Piasecki Helicopter Corp., Morton, Pa.-.--....-- 


Westenghosee Electric Corp., 401 Liberty Ave., 
Post Office Box 2278, Pittsburgh, Pa. 


Radio Tube Division, Sylvania Electric 
Products, Inc., Emporium, Pa. 

Parts Division, Sylvania Electric Products, Inc., 
Warren, Pa. 

Air Products, Inc., Emmaus, Pa..._....-.-.--.- 


Blue Anchor Overall Co., Inc., 1826 East Somer- 
set St., Philadelphia, Pa. 
— Heating Equipment Co., Philadelphia, 
a. 
Philco Corp., 4700 Wissahickon Ave., Phila- 
delphia, Pa. 


United Engineering & Foundry Co., 948 Fort 
Duquesne Blvd., Pittsburgh, Pa. 

Westinghouse Air Brake Co., 3 Gateway Center, 
Pittsburgh, Pa. 

Point Breeze Works, Western Electric Co., 
Baltimore, Md. 


Small business liaison officer 





Kurt C. Warmbein, director of 
purchases. 

Dae ge La Rel aed tote 

W. G. Carroll, treasurer_-.......- 


J. P. Curran, purchasing agent.--- 


Lewis G. Sinning, director of 
procurement. 

R. M. Wilson, sales manager and 
M. A. Dotterrer, production 
manager. 

SR icntstidingskdinne 


Merle Ww. ccd caiitincecacaresaed 

Sigmund 8S. Stewart, director of 
purchases. 

Harold Rosenbaum, treasurer_.... 

Dee Whe Titian idiencnntccnse 

W. MacMurtrie, purchasing 
agent, Government and indus- 
trial division. 

John C, Utzig, purchasing agent. - 

Earl D. Hilburn, vice president 


for Government contracts. 
Ci EL, <atevictinGioubintininne 


MOBILE AIR MATERIEL AREA 


Responsibility 


CLEVELAND AIR PROCUREMENT DISTRICT 


The Aro Equipment Corp., Bryan, Ohio--.....- 


The Cleveland Pneumatic Tool Co., 3761 East 
77th St., Cleveland, Ohio. 
The Firestone Tire & Rubber Co., Akron, Ohio- 


The B. F. Goodrich Co., Akron, Ohio---......--- 


The Goodyear Tire & Rubber Co., Akron, Ohio. 
Jack & Heintz, Inc., Cleveland, tina 
The Morse Instrument Co., Hudson, Ohio-----_- 
Willys Motors, Inc., Toledo, Ohio--.-_--.-------- 


a Bliss Co., 1375 Raff Rd. SW., Canton, 

io. 

Goodyear Aircraft Corp., Akron, Ohio_...._..._- 

Pesco Products Division, Borg-Warner Corp., 
24700 North Miles Rd., Bedford, Ohio. 


J. R. Markey, assistant to presi- 
dent, sales. 
W. R. Uloz, director of material... 


W. D. Gohr, director of defense 
activities. 

W. W. Scull, director of manufac- 
turing services. 

7 ea noon 

Paul J. Barensfield__.............- 

ee, incense 

Leo 8. MaeKay, vice president in 
awe s of purchasing. 

C. A. Chamberlain, secretary - -- -- 


wa: A) ee ee ce 
Robert L. McGrath, manager, 
order service. 


Air Force. 


The General Tire & Rubber Co., Akron, Ohio_..| R. H. Mallory, manager, defense | Army. 


=e Manufacturing Co., Rossmoyne, 


ne division. 
aurice Schulzinger, vice presi- 
dent in charge of engineering. 


DAYTON AIR PROCUREMENT DISTRICT 


AVCO Manufacturing Corp., Crosley Division, | C: H. Scholl_...............-..--.- 


Cincinnati, Ohio. 

AVOCO Manufacturing Corp., Crosley Division, 
Nashville, Tenn. 

Hayes Aircraft Corp., Post Office Box 2887, 
Birmingham, Ala. 

Polan Industries, Inc., Huntington, W. Va.-_- 

Zenith Optical Division, Polan Industries, Inc., 
Huntington, W. Va. 

American Air Filter Co., Inc., Louisville, Ky___- 

North American Aviation, Inec., Columbus Di- 
vision, 4300 East 5th Avenue, Columbus, Ohio, 


B. A. Rupert, director of procure- 
ment and supply. 
Jerry A. Goheen --- 





NI I ii i etches 


Do. 
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Defense Depariment contractors’ small-business liaison officers—Continued 
MOBILE AIR MATERIEL AREA—Continued 


Detroit AIR PROCUREMENT DisTRICT 





Company 





Burroughs Corp.; Detroit 22, Mich_-_._.._.-.--- 
Ford Motor Oo., 3000 Schaefer Rd, Dearborn, 
Mich. 


lew, Ente 110 Ionia Ave., NW., Grand Rapids, 

Mich. 

Wolverine Diesel Power Co., 12700 Mansfield, 
Detroit, Mich. 

American Motors Corp., Hudson Special Prod- 
ucts Division, Detroit, Mich. 

The Dow Chemical Oo., Midland, Mich 

Federal Motor Truck Co., Detroit, Mich 


Whirlpool Corp., St. Joseph, Mich..........-..- D, W. Alexander 


Small business liaison officer 


Responsibility 


R. T. Stark, director of purchases_| Air Force. 


J. L. Cameron, manager of pur- 
chasing, administration depart- 
ment. 

RES, CIE hc wenn sasnaninahatae 


William D, Kopp-.......-..-..... 
Howard B. Bell, defense contract 

administrator. 
Tyrone Gillespie 
M. J. McCarty 


Do. 


Do. 
Do. 


Do. 





INDIANAPOLIS AIR PROCUREMENT DISTRICT 





AVCO Manufacturing Corp., American Kitchen 
Division, Connersville, Ind. 

South Wind Division, Stewart-Warner Corp., 
1514 Drover St., Indianapolis, Ind. 

AVCO Manufacturing Corp., Crosley Division, 
Richmond, Ind. 

Converto Manufacturing Co., Cambridge City, 
Ind. 

The Magnavox Co., Fort Wayne, Ind________--. 

Farnsworth Electronics Co., Division of Inter- 
national Telephone & Telegraph Corp., Fort 
Wayne, Ind. 

Marmon-Herrington Co., Inc., 
Ind. 

U.S. Machine Division, Stewart-Warner Corp., 
Lebanon, Ind. 


Indianapolis, 








E. B. Husselman 
NN; PRM eo a 
A. W. Shepman 


Don Dillon, purchasing agent 


P. B. Lovegren.. .. «820 see: 
Robert Hauser, purchasing agent _- 


F. B. Croner, vice president 
Carl J. Winkler, Jr 


Do. 
Army. 


Do. 





OGDEN AIR MATERIEL AREA 


SEATTLE AIR PROCUREMENT DISTRICT 





Boeing Airplane Co., Seattle Division, Seattle, | F. L. Dobbins 
Wash. 


OKLAHOMA CITY AIR MATERIEL AREA 


CHICAGO AIR PROCUREMENT DISTRICT 





Chicago Aerial Industries, Inc., 1980 Haw- | 





Robert A. Maisner, vice president | Air Force. 


Air Force. 


thorne Ave., Melrose Park, Ill. of operations. | 
Johnson Fare Box Co., 4619 Ravenswood Ave., O: Fs Kerbs... a3dsd~-saypet dos sows Do. ; 
Chicago, Tl 
Kropp Forge Co., 5301 West Roosevelt Rd, | Edward Ulvestad..-....-..2.-..-. Do. 
Chicago, Ih. 
Sundstrand Aviation, 2421 11th St., Rockford, Ill_| Quin Bowen, manager of purchas- Do. 
ing and production. 
United Air Lines, United Air Lines Bldg., | D. V. O’Leary, director of pur- Do. } 
Chicago, Il. chasing and stores. j 
Solar Aircraft Co., 1901 Bell Ave., Des Moines, | Earl Needham, purchasing agent -- Do. i 
Iowa. ; 
Admiral Corp., 3800 Cortland St., Chicago, I__.| Thomas J. Lloyd, assistant to ex- | Navy. ; 
ecutive vice president. { 
Cardox Corp., 307 North Michigan Ave., Chi- | H. R. Harper, assistant to vice Do. 
cago, Il. president. } 
Collins Radio Co., Cedar Rapids, Iowa _--......-. | C. Q. Andere, director, purchas- Do. ; 
ing staff. 
Land-Air, Inc., 201 North Wells St., Chicago, Ill. Meat T. Dyke, executive vice Do. 
president. 
Televiso Corp., 1415 Golf Rd., Des Plaines, Ill__.| Daniel F. Shea, Jr., assistant to Do, 
the president. 
Webster-Chicago Corp., 816 North Kedzie Ave., | H. L. Schenck, chief contract, Do. 
Chicago, Hl. administrator. 
Farm Rite Implement Co., 4227 North Knox | E. H. Hechinger. 4.-......--.....- Army, 
Ave., Chicago, Il, 
The Hallicrafters Co., 5th and Kostner Ave., | Edward J. Coccoran, assistant Do. 
* Chicago, Ml. secretary. 
Motorola, Inc., 4545 West Augusta Blvd., Chi- | Frank J. O’Brien, vice president Do. 


cago, Ill. 


of procurement. 
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Defense Department contractors’ small-business liaison officers—Continued 
OKLAHOMA CITY AIR MATERIEL AREA—Continued 


CuHIcaGoO AIR PROCUREMENT District—Continued 





Company Small business liaison officer Responsibility 
Stewart-Warner Corp., 1826 Diversey Parkway, | E. N. Osterberg...............-.-- Army. 
Chicago, Tl. 
Stewart Die ome ivision, Stewart-Warner | L. C. Dostert.............-...-.-- Do. 
Corp., 1300 North Kostner Ave., Chicago, Tl. 
Hawthorne Works, Western Electric Coin Chip | Wad. Adams. iis. nsstin teed. ccs Do. 


cago, Ill. 


MILWAUKEE AIR PROCUREMENT DISTRICT 


General Mills, Inc., 400 2d Ave., South Min- | Zeus Soucek _ manager of | Air Force. 


neapolis, Minn. mechanical division. 

Gibbs Manufacturing & Research Corp., Janes- | Russell E. Gage, executive vice Do. 
ville, Wis. president. 

Minneapolis: Honeywell Rorubatoc Co., 2753 4th Charles O. Buckland, vice presi- Do, 
Ave uth Minneapolis, Minn. dent and secreta 


ry. 
« Allis Chalmers Manufacturing Co., Milwaukee, | K. R. Geist, director of purchases..| Army. 





St. Louis Am PROCUREMENT DISTRICT 





Aermotive Equipment Corp. (formerly Air | N. C. Yontz............-.---..-.- Air Force. 
Communications, Inc.), 1632-8 Central St., 
Kansas City, Mo. 





Beech Aircraft Corp., Wichita, — L. E, Bowery, manager, materials. Do, 
Cessna Aircraft Co., Wichita, Del Roskam, vice president ____-_- 0. 
Johnson Foil Manufacturing Co. 6106 South | John T. Stang, project engineer -- Do. 
Broadway, St. Louis, Mo. 
Phillips Petroleum Co,, Bartlesville, Okla__.--. J. W. Proffitt, general purchasing Do. 
ent. 
Spartan Aircraft Co., Aviation Service Division, | F. J. Tolley, manager of aviation Do, 
Municipal Airport, Tulsa, Okla. service division. 
Standard Steel Works, North Kansas City, Mo-- ro White, vice president— Do. 
es. 
McDonnell Aireraft Corp., St. Louis, Mo__.-.- Lloyd Harrison, vice president, | Navy. 


procurement. 


SACRAMENTO AIR MATERIEL AREA 


SAN FRANCISCO AIR PROCUREMENT DISTRICT 


Aircraft Engineering & Maintenance Co., Post A. G. Cole, treasurer... .........._. Air Force. 
Office Box 1169, Oakland, Calif. 

Friden Calculating Machine Co. .» Inc., San | Earl B. Olson, purchasing agent__. Do. 
Leandro, Calif. 

Hiller Helicopters, Palo Alto, Calif..........._._ E. T. Grindle, manager, purchas- | Navy. 

ing and stores department. 

Microwave Tube Laboratory, Sylvania Electric | Gerald C. Rich, manager_..._._.__ Do, 
Products, Inc., 500 Evelyn Ave., Mountain 
View, Calif. 

Aerojet-General Corp., Sacramento, Calif....... Elme? BE. Neison_................. Do. 


SAN ANTONIO AIR MATERIEL AREA 


DALLAS AIR PROCUREMENT DISTRICT 


os Inc., 3535 North Sylvania, Fort Worth, | D. M. Duke, purchasing agent__.._| Navy. 


‘ex. 

Temco Aircraft Corp., Post Office Box 6191, | Charles D. Collier, director of Do. 
Dallas, Tex. material. 

Shaw & Estes, Post Office Box 2399, Dallas, Tex..| Cecil D. Elfenbein............___. Do. 

Dresser Industries, Inc., Republic National | E. L. Andrews, facilities director_.| Army. 
Bank Bidg., Dallas, Tex. 
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Defense Department contractors’ small-business liaison officers—Continued 
SAN BERNARDINO AIR MATERIEL AREA 


Los ANGELES AIR PROCUREMENT DISTRICT 





Company Small business liaison officer Responsibility 


The Garrett Our. 9851-9951 Sepulveda Blvd., | James B. Meyer, director of pro- | Air Force. 
Los Angeles. Calif. curement. 





Hammond Miaatbtastin Corp., 3600 East | John D. Swarthout, director of Do. 
Foothill Blvd., Pasadena, Calif. contracts. 
Lockheed Aircraft Corp., Burbank, Calif__._._.. Stuart C. Cramer -......--.---..-- Do. 
North American Aviation, Inc., 12214 Lakewood | C. R. Raftery, division director of Do. 
Blvd., Downey, Calif. material. 
North American Aviation, Inc., International | Rulon Nagely, director of material- Do. 
Airport, Los Angeles, Calif. 
Northrop Aircraft, Inc., Northrop Field, Haw- | J. W. Hinchliffe, director of mate- Do. 
thorne, Calif. riel. 
North American Aviation, Inc., Fresno Modifi- | B. L. Weber, purchasing agent... - Do. 
— Center, Post Office Box 95, Fresno, 
alif. 
Packard-Bell Co., 12333 West Olympic Blvd., | Hugh L. Vick, chief of contracts, Do. 
Los Angeles, Calif. administration. 
a Co., 8000 Woodley Ave., Van Nuys, | John Zook, assistant purchasing Do. 
alif. agent. 
Roost at pate 1024 Westminster Ave., Alham- | E. 8. Munson, vice president. -..-. Do. , 
ra, Calif. 
William R. Whittaker Co., Ltd., 915 North Jack Brandt, director of materiel_- Do. 
Citrus Ave., Los Angeles, Calif, 
Hughes Aircraft Co., Culver City, Calif.......__ Donald Patrick, general purchas- Do. 
| ing agent. 
Aerojet-General Corp., Azusa, Calif. ....__- | William R. Rozance.......-...... Navy. 
Bill Jack Scientific Instrument Co., Solana’ | C. D. Parsons, assistant secretary 0. 
Beach, Calif. 
Douglas Aircraft Co., Inc., Santa Monica, Calif.| D. J. Bosio, director of material -___ Do. 
Ane Inc., 3000 Winona Ave., Burbank, | C. W. Lenox, Jr., purchasing Do. 
if. agent. 
Litton Industries, Inc., 336 North Foothill Rd., | Charles R. Abrams, Jr........---. Do. 
Beverly Hills, Calif. 
Lockheed Aircraft Service, Inc., Post Office Box | R. W. McGrail, materiel manager_ Do. 
48, Burbank, Calif. 
Pacific Airmotive Corp., Burbank, Calif....._-- | Neal J. Coleman, vice president, Do. 
administration. 
Hoffman Laboratories, Inc., 3761 South Hill St., | Robert Gingrich, director of pur- Do. 
Los Angeles, Calif. chasing. é 
Byron Jackson Co., Post Office Box 2017, Ter- | Thomas L. Martin-............... Army. 
minal Annex, Los Angeles, Calif. 
Harvey Aluminum Division, Harvey Machine | Lawrence A. Harvey, executive Do. 
Co., oe 19200 South Western Ave., Tor- vice president. 
rance, Calif. 





San Dreco AIR PROCUREMENT DISTRICT 





Century Industries Corp., 1600 Wilmington- | Simon rs contracts admin- | Navy. 


San Pedro Rd., San Pedro, Calif. istrato 
Ryan Aeronautical Co., Lindberg Field, San | M. K, Smith, chief of materiel__.. Do. 
iego, if 
Solar Aircraft Co., 2200 Pacific Highway, San | Leonard B. Allen, assistant plant Do. 
Diego, Calif. manager. 
Convair, Division of General Dynamics Corp., | Howard G. Golem, director of |} Plant No.1, Navy 
San Diego, Calif. procurement, lant No. 2, Ait 


orce. 





WARNER ROBINS AIR MATERIEL AREA 


ATLANTA AIR PROCUREMENT DISTRICT 





Melpar, Inc., 3000 Arlington Blvd., Falls | R. Brandon Marsh, director of | Navy. : : 


Church, Va. eneral services. 

Radiation, Inc., Melbourne, Fia_.-....-.....-.-- — og Dodgson, Jr., vice | Army. 

president. 

Bassick-Sack, Division of Bassick Co., Post | R. M. Westveer_-.....--..-.------ Do. 
Office Box 4237, Winston- Salem, N. C. 

North Carolina Works, Western Electric Co., | C. W. Zartman.....-......--..-.. Do. 
Winston-Salem, N. C. 

The Tumpane Co., Inc., Post Office Box 82, | 0. G. Lehr_.........-..----.------ Do. 
Marietta, Ga. 
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Aprrenpix No. 5 


DEPARTMENT OF THE Arr FORCE, 
OFFICE OF THE SECRETARY, 
Washington, July 2, 1956. 
Hon, Tom STExp, 
Chairman, Subcommittee No. 4 (Aircraft Industry), 
Select Committee on Small Business, House of Representatives. 


Dear Mr. CHAIRMAN: During the recent hearings which were conducted in Los 
Angeles and subsequently resumed here in Washington, you requested that we 
furnish you the following items: 

1. Copy of the defense subcontracting small business checklist. 

2. List of Air Force contractors’ small business liaison oflicers. 

8. List of recommendations made of the Air Force Advisory Group on Small 
Business during the last four meetings. 

With respect to item 3 and for a better understanding of the full significance 
of some of the recommendations made by the Air Force Advisory Group on Small 
Business, I believe that some background information is necessary. The De- 
partment of Defense on December 16, 1954, issued Department of Defense In- 
struction 4100.10 restating its small business policy. At the succeeding meeting 
of the Air Force Advisory Group on Small Business for fiscal year 1955 there was 
presented for discussion a proposal for an “approved small business program” 
designed to implement DOD Instruction 4100.10 and to establish standards for 
compliance with the prime contractors’ obligations under the “small business 
clause” used in military contracts. The Air Force Advisory Group recognized 
that for many reasons it was desirable that a specific plan be designed to bring 
about a-closer cooperation between industry and the armed services in carrying 
out the established policy of the Government that small business concerns receive 
a fair proportion of expenditures for defense. 

The group discussed the proposal submitted at great length and essentially 
agreed upon a revised proposal. This revised proposal was distributed for com- 
ment to the Army, Navy, and Air Force Procurement Secretaries and in the 
Department of Defense. From the comments received, the Department of Defense 
evolved DOD Instruction 4100.20, dated April 19, 1955. This directive was an- 
nounced by the Assistant Secretary of Defense at the hearings of the Subcom- 
mittee on Military Procurement of the Senate Select Committee on Small Business 
held in Washington on April 20, 1955. Before the same subcommittee on April 22, 
1955, the Assistant Secretary of the Air.Force (Materiel) said: 

“These achievements of our Advisory Group on Small Business were duly 
reported to the Department of Defense, in full recognition that they could better 
be carried out uniformly on a three service basis. It is gratifying to note that, in 
the main, the achievements of this Advisory Group are important elements in the 
new Department of Defense Instruction on Small Business Subcontracting Policy 
just announced to this committee by Secretary Pike.” 

The Advisory Group was concerned about the possible effect on industry of 
Department of Defense Instruction 4100.20. The group studied each paragraph 
carefully and pointed out what it thought to be the danger. The specific recom- 
mendations in connection with this DOD instruction were as follows: 

That copies of DOD Instruction 4100.20, along with the group’s views on its 
major features be transmitted to major industrial and trade associations with a 
request that each circularize its membership urging cooperation and support of 
the program. 

That all prime contractors be urged to file regular reports on the volume of its 
subcontracting to small business so that adequate statistics would be available. 

During previous meetings, the group had developed a reporting form designed to 
give the Department of Defense required information on subcontracting. The 
group recommended that this form be adopted on a Department of Defense basis. 
A revised and simplified form has subsequently been adopted and approved by the 
Bureau of the Budget. 

Recommendations made by the Air Force Advisory Group on Small Business for 
fiscal year 1956 at its first three meetings are as follows: 

Satisfactory definition of small business for prime and subcontract purposes: 
A small business concern is one which is not dominant in its field of operation, 
and which, including its affiliates, employs in the aggregate fewer than 500 per- 
ree 3 or is a firm certified by the Small Business Administration to be a small 

usiness. 
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The group did not favor the utilization of a multisize standard definition for 
small business but felt that there was adequate flexibility in the above definition 
and the authority to certify a business as small if the necessity arose. 

That every contract made by the Air Force involving research and development 
include a first order of reasonable quantities whenever possible. 

That the chairman communicate the views of this group to Assistant Secretary 
of the Air Force (Materiel) Mr. Dudley C. Sharp, advising that they favor the 
program to encourage prime contractors to subcontract work to small business 
and that they recommend any action taken by Congress be taken with a view 
to extending subcontracting, rather than limiting it. Further, that the Assistant 
Secretary of the Air Force (Materiel) be requested to pass these views along to 
the Department of Defense. 

That the Department of Defense Draft No. 10 of a proposal form and procedure 
covering Contractors Report of Subcontracting the Small Business Programs be 
adopted. 

That a full agenda be mailed to the members of the group before the next 
meeting which is to be on July 26, 1956, and that with the agenda all pertinent 
data be mailed so that the members of the group would be well versed on the 
problems to be discussed. 

Action has been taken on most of the recommendations made by the Air Force 
Advisory Group on Small Business for fiscal year 1956. A few are still under 
consideration. 

Items 1 and 2 are attached hereto. 

Sincerely yours, 


Jor W. KELty, 
Major General, USAF, 
Director, Legislatiwe Liaison. 
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SMALL BUSINESS COORDINATION SHEET 


1. As PURCHASE REQUEST NR. 





8. DESCRIPTION OF ITEM OR SERVICE 


Cc. ESTIMATED AMOUNT 


4& As BIDDERS’ MAILING LIST CONTAINS NAMES OF LARGE BUSINESS FIRMS ee... SMALL BUSINESS FIRMS. 
OF FIRMS ON BIDDERS’ MAILING LIST, LARGE BUSINESSES SMALL BUSINESSES WILL BE SOLICITED. 


(11 @ negative anewer ie given to any of the loliowing It~me 4B thru 4E below, explanation ia required.) 





8. QUANTITIES [_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS TO COMPETE. 


Cc. DELIVERY scHeOULEs [_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS, INCLUDING POTENTIAL 
SUPPLIERS, TO COMPETE, 


D. INFORMATION (SPECIFICATIONS, DATA, DRAWINGS, ETC.) [_]!S [_]IS NOT SUFFICIENT FOR COMPETITION AIOGNEIISE 
MIOCGIBORB0EO 


E. Time [_]!S [_]tS NOT SUFFICIENT TO PERMIT POTENTIAL SOURCES TO ADEQUATELY PREPARE AND SUBMIT QUOTATIONS. 


Procurement [_]witt [_] wit NOT BE SYNOPSIZED. ADVANCE NOTICE: [_]Yes [_]NO. 





EXCEPTION TO SYNOPSIS (AF Pi 2-206) 








IF PUBLISHED, THE FOLLOWING DESCRIPTION WILL BE USED: 


6& A. DEFENSE MANPOWER POLICY WR. iv [_]!S [_] 1S NOT APPLICABLE, 


8. DEFENSE MANPOWER POLICY WR. Iv SET ASIDE [_]WiLt [_] WILL NOT BE APPLIED. PER CENT 


7 A. SMALL BUSINESS SET ASIDE [_]wiit [_]WiLL NOT BE APPLIED. NUMBER PER CENT SET ASIDE 


8. BIO SETS [_]wit [] WILL NOT BE MAILED TO SMALL BUSINESS ADMINISTRATION OFFICES. 


THE AF SMALL BUSINESS SPECIALIST HAS ADDED THE FOLLOWING NAMES TO BE INCLUDED IN THE BIDDERS’ MAILING LIST FOR 
SOLICITATION. (Namee furnished by Small Business Administration are marked with an esteriak:) 


AF SMALL BUSINESS SPECIALIST 


If anewer ie affimmati ve, tha Buijer it, pater to eutbed event, fumieh the AF Small Business Specialiet with a copy of the abetrect of bide or 
proposals, including any engineering of laboratory evaluation thet hae influenced the procurement. The Buyer will indicete whether each company 
eubmitting @ bid ie large or email business. 


A FORM 261A PREVIOUS EDITIONS OF THIS FORM ARE OBSOLETE. AF-WP-O-5 APR 56 40m 


BF Se 
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Defense Department contractors’ small-business liaison officers 
AIR FORCE RESPONSIBILITY 


Plant 


Aermotive Equipment Corp., 1632-8 Central St., Kansas 
City, Mo. 
Air Associates, Inc., Teterboro, N. J........--------2L22-2. 


Airborne Instruments Laboratory, 160 Old Country Rd., 
Mineola, N. Y. 

Aircooled Motors, Inc., Syracuse, N. Y.......----.-------- 

Aircraft Engineering & Maintenance Co., Post Office Box 
1169, Oakland, Calif. 

American LaFrance Corp., Elmira, N. Y --.-.--.---.------- 


American Machine & Foundry Co., New York, N. Y_..--- 


Ameria. Motors Corp., 12601 East Jefferson Ave., Detroit, 
Mich. 
The Aro EquipmentCorp., Bryan, Ohio__..........-.------ 


ene Division Avco Manufacturing Corp., Stratford, 

onn. 

American Kitchens Division, Aveo Manufacturing Corp., 
Connersville, Ind. 

eid Division, Aveo Manufacturing Corp., Richmond, 
nd. 

Crosley Division, Avco Manufacturing Corp., Cincinnati, 
Ohio. 

Lycoming Division, Aveo Manufacturing Corp., Williams- 
port, Pa. 

Crosley Division, Aveo Manufacturing Corp., Nashville, 
Tenn, 

Battelle Memorial Institute, 505 King Ave., Columbus, 
Ohio. 

Beech Aircraft Corp., Wichita, Kans__._......-.....--...-- 

Bell Aircraft Corp., Post Office Box 1, Buffalo, N. 

Bell & Howell Co., 7100 McCormick Rd., Chicago, Ill___- 

Aircraft Section, Bendix Products Division, Bendix 
Aviation Corp., South Bend, Ind. 

Pacific Division, Bendix Aviation Corp., North Holly- 
wood, Calif. 

Eclipse-Pioneer Division, Bendix Aviation Corp., Teter- 
boro, N. J. 

Pioneer Central Division, Bendix Aviation Corp., Daven- 
port, Iowa. 

Red Bank Division, Bendix Aviation Corp., Eatontown, 


Utica Division, Bendix Aviation Corp., Utica, N. Y_-_---- 

Scintilla Division, Bendix Aviation Corp., Sidney, N. Y--- 

Wichita Division, Boeing Airplane Co., Wichita, Kans.... 

Seattle Division, Boeing Airplane Co., Seattle, Wash__-.~_- 

Brooks & Perkins, Inc., 1950 West Fort St., Detroit, Mich - 

purrougns Corp., Détiolt, Mi. - --..-..-.-.-.......- SS 

Cessna Aircraft Co., Wichita, Kans__°.°*..._...2....22-2.. 

Chandler-Evans Division, Niles-Bemont-Pond Co., West 
Hartford, Conn. 

Chicago Aerial Industries, Inc., 1980 Hawthorne Ave., 
Melrose Park, Il. 

The Cleveland Pneumatic Tool Co., 3781 East 77th St., 
Cleveland, Ohio. 

Plant No. 2, Convair Division of General Dynamies Corp., 
San Diego, Calif. 

Cook Electric Co., 2700 Southport Ave., Chicago, Ill_____-- 

Cornell Aeronautical Laboratory, Inc., 4455 Genesee St., 
Buffalo, \. Y. 

Curtiss-Wright Corp., Wood-Ridge, N. J........-.--..---- 


Edgerton, Germeshausen & Grier, Inc., 160 Brookline Ave., 
Boston, Mass. 

Electronies Corporation of America, Cambridge, Mass-_--- 

Fairchild Camera & Instrument Corp., Robbins Lane, 
Syosset, Long Island, N. Y. 

Aircraft Division, Fairchild Engine & Airplane Corp., 
Hagerstown, Md. 

Engine Division, Fairchild Engine & Airplane Corp., 
Farmingdale, Long Island, N. Y. 

Stratos Division, Fairchild Engine & Airplane Corp., Bay 
Shore, Long Island, N. Y. 

Federal Television Corp., 137-9-41 Duane St., New York, 


N.Y 
The Firestone Tire & Rubber Co., Akron, Ohio__.........- 
Flight Refueling, Inc., Baltimore, Md--.-.....-..--------.- 
Ford Division, Kansas City aircraft plant, Claycome, Mo-- 


Small business liaison officer 


N.C. Yontz. 


C. M. Leeds, vice president and general. 
manager. 
George C, Hansen, director of procurement. 


A. K. Stevens, purchasing manager. 
A. G. Cole, treasurer. 


Clarence A. Pettyjohn, 
treasurer. 
T. R. Dreyer, vice president of manufactur-) 


ing. 
0. Arnold Norman. 


vice president- 


oes * Markey, assistant to vice president, 
sales. 

George Rapuano. 

E. B. Husselman, 

A. W. Shepman, 

C. H. Scholl. 

C. L. Briceland. 

Dale Bergert. 

E. E. Slowter, business manager. 

L. E. Bowery, manager, materials, 

Ray P. Whitman, Ist vice president. 

Allen M. Adams, director of purchasing. 

G. I. Lyman. 

D. Bell. 

J. Quinn. 

G. W. Thomas. 

L. D. Fyfe. 

K. C. Baldwin. 

W. B. Wilson. 

C, A, Vail, material director. 

F. L. Dobbins, manager, materiel section, 

William Baske, control manager. 

R. T. Stark, director of purchases. 

Del Roskam, vice president. 

Louis G. Burns, sales manager, 

ig A. Maisner, vice president of opera- 
tions. 

W. R. Uloz, director of materiel. 

Holdard G. Golem, director of procurement. 


Henry W. Bolger. D 
E. M. Lindsay, materiel manager. : 
T. C., Coyne, vice president and director of 

scheduling, planning, and procurement, 
E. L. Klein, treasurer. 


L. Whitman Smith. 
Charles Westerstrom. 


O. D. Collins. 

E, W. Hill, J. R. Walker. 

John L’Hommedieu. 

Norman Jacobson, vice president, 

W. D. Gohr, director of defense activities. 


Walter Venghaus, manager of manufacturing. 
K. R. Glide. 


f 
i 
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Defense Department contractors’ small-business liaison officers—Continued 
AIR FORCE RESPONSIBILITY—Continued 





Plant 


Aircraft Engine Division, Chicago Aircraft Plant, 7401 
South Cicero Ave., Chicago, Ill. 

Engine and Foundry Division, Motor Plant, Post Office 
Box 413, Dearborn, Mich. 

Metal Stamping Division — Stamping Plant, 
Post Office Box 494, Dearborn, 

Friden Calculating Machine Co., on ‘San Leandro, Calif- 

The Garrett Corp., 9851-9951 Sepulveda Blvd., Los An- 
geles, Calif. 

General Mills, Inc., 400 2d Ave., South Minneapolis, Minn. 


General Motors Corp., Detroit, Mich__............-....--- 
General Precision Equipment Corp., New York, N. Y_---- 
Gibbs Manufacturing & Research Corp., Janesville, Wis_- 
The B. F. Goodrich Co., Akron, Ohio. ..-..-....---------- 


‘Goodyear Tire & Rubber Co., Inc., Akron, Ohio___-__----- 
Hammond Manufacturing Corp., 3600 East Foothill Blvd., 
Pasadena, Calif. 
Hayes Aircraft Corp., Birmingham, Ala. ---.-............-- 
Holley Carburetor Co., Van Dyke, Mich 
Hughes Aircraft Co., Culver City, Calif__.............-._-- 
International Business Machines Corp. -» New York, N. Y-- 
Jack & Heintz, Inc., Cleveland, Ohio 


Johnson Fare Box Co., 4619 Ravenwood Ave., Chicago, Il- 
Johnston Foil Manufacturing Co., 6106 South Broadway, 
St. Louis, Mo. 
Kearfott Co., Inc., 1150 McBride Ave., Little Falls, N. J___- 
Kropp Forge Co., 5301 West Roosevelt Rd., Chicago, Tl__-_. 
Laboratory for Electronics, Inc., 75 Pitts St., Boston, Mass_- 
Lear, Inc., 110 Ionia Ave. NW., Grand Rapids, Mich 
The Leland Electric Co., Dayton, Ohio_-_-_._...__-..-...--- 
Link Aviation, Inc., Binghamton, N. Y 
Lockheed Aircraft Corp., Burbank, Calif.............._.__- 
7 Construction Co., Inc., 350 5th Ave., New York 1, 


Lombard Corp., 639 Wick Ave., Post Office Box 177, 
Youngstown, Ohio. 

= ¥ L. Maxson Corp., 460 West 34th St., New York, 

Mergenthaler Linotype Co., Brooklyn, N. Y-.-......-.---- 

Minneapolis-Honeywell Regulator Co., 2753 4th Ave., 
South Minneapolis, Minn. 

The Morse Instrument Co., Hudson, Ohio____-._....-._--- 

North American Aviation, Inc., 12214 Lakewood Blvd., 
Downey, Calif. 

North American Aviation, Inc., International Airport, 
Los Angeles, Calif. 

North American Aviation, Inc., Fresno Modification 
Center, Post Office Box 95, Fresno, Calif. 

Northrop Aircraft, Inc., Northrop Field, Hawthorne, Calif- 

Olympic Radio & Television, Inc., 34-01 38th Ave., Long 
Island City, N. Y. 

a -Bell Co., 12333 West Olympic Blvd., Los Angeles, 


The Ralph M. Parsons Co., 617 South Olive St., Los 
Angeles, Calif. 
The Perkin-Elmer Corp., Norwalk, Conn...............-.- 
Phillips Petroleum Co., Bartlesville, Okla_....-.-.-.-.---- 
Polan Industries, Inc., ‘Huntington, yong OO 
Radioplane Co., 8000 Woodley Ave., Van Nuys, Calif 
Recony Corp., 150 Nassau St., New York, Te cian 
Republic Aviation Corp., Farmingdale, Long Island, N. Y- 


—— Metals Co., Reynolds Metals Bldg., Richmond, 


Royal Jet, Inc., 1024 Westminster Ave., Alhambra, Calif. - 
Scott Aviation Corp., _  » lL» ut ae 
Seeger Refrigerator Co., St. Paul, a cat orm emes 
= Aircraft Co., aviation service division, Municipal 
Aspe Tulsa, Okia. 
Standard Rolling Mills, 196 Diamond Bt. ake, 1 ie of 
Standard Steel Works, North Kansas City, Mo.......__-_ 
The ‘Bassick Co., division of Stewart-W eg Corp., 
Howard Ave., Bridgeport, Conn, 
South Wind Diy ision, Stewart-Warner Corp., 1514 Drover 
8t., Indianapolis, Ind. 


Small business liaison officer 


C. O. Slaght. 
E. P. Gallagher. 
H. H. Compson. 


Earl B. Olson, purchasing agent. 
James B. Meyer, director of procurement. 


Zeus Soucek, general manager, mechanical] 
division. 


F. D. Herbert, Jr., vice president. 

Russell E. Gage, executive vice president. 

W. W. Scull, director of manufacturing serv- 
ices. 

V. R. Jacobs, Government sales department. 

John D. Swarthout, director of contracts. 


B. A. Rupert, director of procurement and 
supply. 


Donald Patrick, general purchasing agent. 


J. S. Seltzer, manager of purchases and pro- 
duction planning. 

C. F. Kerbs, contract officer. 

John T, Stang, project engineer. 


Charles F. Bartlam, purchasing agent. 
Edward Ulvestad. 

Sims McGrath, president. 

R. J. Benecchi, assistant genera] manager. 
Walter R. Stump, assistant purchasing agent. 
M. B. Bird, purchasing agent. 

Stuart C. Cramer. 

Charles Brodie. 


R. W. Crawford, director of purchases. 
J. E. Caddle, director of procurement. 


Carl Hergrueter, manager of Government 
contracts. 

Charles O. Buckland, vice president and 
secretary. 

E, C, Kenyon. 

C. R. Raftery, division director of material. 


Rulon Nagely, director of material, 
B. L. Weber, purchasing agent. 


J. W. Hinchliffe, director of materiel. 

Dave Gerstein, manager of Government 
products division. 

Hugh L. Vick, chief of contracts adminis- 


tration. 
Edward F. Miller, manager of purchasing. 


Lloyd C. Ahigren, treasurer. 

J. W. Proffitt, general purchasing agent. 

Jerry A. Goheen, purchasing agent. 

John Zook, assistant purchasing agent. 

Andrew J. Asch, Jr: 

C. FE. Reid, director of production and 
procurement. 

C.J. Stanton. 


E.S. Munson, vice president. 
John C. Goodell. 


F. J. Tolley, manager of aviation service 
division. 

John 8. Elwin. 

H. H. White, vice president, sales. 

A. E. Ransome. 


A. N. Phillips. 
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Plant 


Stroutkoff Aircraft Corp., West Trenton, N. J 
Studebaker Packard Corp., Detroit, Mich._._...-......--- 
Sun Electric Corp., Harlan and Avondale, Chieago, Ill_._.-. 


Soler Aircraft Co., 1901 Bell Ave., Des Moines, Iowa------- 
Sundstrand Aviation, 2421 11th St., Rockford, Ill_......-.-- 


United Air Lines, United Air Lines Bldg., Chicago, Tll_-... 


Small business liaison officer 


Col. C. W. O’Conner, USAF (retired). 
Russel Carlson, assistant director of purchas- 


ing. 
Earl Needham, purchasing agent. 
Quin Bowen, manager of purchasing and 


production. : 
D. V. O'Leary, director of purchasing and 


stores. 
Sikorsky aircraft division, United Aircraft Corp., Bridge- | R. P. Lord. 


port, Conn. 
Viewlex, Inc., 35-01 Queens Blvd., Long Island City, N. Y-- 
Western Union, New York, N. Y 
Weston Electrical Instrument Corp., Newark, N. J._..---- 
Wm. H. Whittaker Co., Ltd., 915 North Citrus Ave., Los 
Angeles, Calif. 
Willys Motors, Inc., Toledo, Ohio. .-....-..-.------------- 


Jack D. Blum, contract administrator. 

B. F. Mathews, general purchasing agent. 
A. L. Morr purchasing agent. 

Jack Brandt, director of materiel. 


Leo S. MacKay, vice president in charge of 
hasing 


pure! A 
Wolverine Diesel Power Co., 12700 Mansfield, Detroit, | William D. Kapp. 


Mich. 





NAVY RESPONSIBILITY 


Admiral Corp., 3800 Cortland St., Chicago, Ill_.--.---.-- 


Aerojet-General Corp., Azusa, Calif._...........--.---.---- 

Aerojet-General Corp., Sacramento, Calif......-...-......- 

Allis Chalmers Manufacturing Co., Milwaukee, Wis -_---~-. 

All American Engineering Co., Box USS 2668 DuPont 
Airport, Wilmington, Del. 

Aluminum Company of America, Pittsburgh, Pa_-_-_--.---- 

a _ Arma Corp., Roosevelt Field, Garden 

ity, N. Y. 

American Machine & Foundry Co., Buffalo, N. Y_-.----- 

Anaconda Wire & Cable Co., Hastings-on-Hudson, N. Y-- 

Bath Iron Works, Bath, Maine 

Bausch & Lomb Optical Co., Rochester, N. Y 

Missile Section, Bendix Products Division, Bendix Avia- 
Corp., Mishawaka, Ind. 

Raeeee Division, Bendix Aviation Corp., Hamilton, 

10. 

Manip Division, Bendix Aviation Corp., South Mont- 
rose, Pa. 

ee Steel Co., Shipbuilding Division, Quincy, 


ass. 
Bill Jack Scientific Instrument Co., Solana Beach Calif--.-- 
E. W. Bliss Co., 1375 Raff Rd. SW., Canton, Ohio-....._... 


Borg-Warner Corp., Ingersoll-Kalamazoo Division, Kala- 
mazoo, Mich. 

Brush Electronics, Cleveland, Ohio_..-.....-.+..--.-.--..- 

Burroughs Corp., Detroit, Mich.....-......---...------..- 

Gallery Chemical Co., eee: DP Rtiisivdy -onbcenstetmewncs 

Cardox ., 307 North Michigan Ave., Chicago, Ill__-_-- 

Century Industries Corp., 1600 Wilmington-San Pedro Rd., 
San Pedro, Calif. 

Chance Vought Aircraft, Inc., Dallas, Tex.._....-..------- 

Chrysler Corp., Detroit, Mich... ..-........----..---.---- 

Collins Radio Co., Cedar Rapids, Ilowa...-.-..-.---------- 

Consolidated Diesel Electric Corp., Ludlow and Canal Sts., 
Stamford, Conn. 

Control Instrument Co., Inc., Brooklyn, N. Y------------- 

Plant No. 1, Convair, Division of General Dynamics Corp., 
San Diego, Calif. 

Converto Manufacturing Co., Cambridge City, Ind....._.- 

Obenet: Alloy Gari.) OMe, 046 6 occ ccc nec wcccuwncesce 

Craig Systems, Inc., 90 Holten St., Danvers, Mass. -_..-...- 


Daystrom, Inc., Poughkeepsie, N. Y.-....---.------------- 
DeLaval Steam Turbine Co., ‘Trenton, IN. @. i teestatecebea 
Detroit Controls Corp., Control Engineering Division, 


Norwood, Mass. 
Inc., Santa Monica, Calif._.......-.. 


Douglas Aircraft Co, 

The Dow Chemical Co., Midland, Mich... ._...---.--..-- 

Allen B. DuMont Laboratories, Inc., 750 Bloomfield Ave., 
Clifton, N. J. 

Eastman Kodak Co., Rochester, N. Y-.-...-.-----.------.-- 


Thomas J. Lloyd, assistant to executive vice 
president. 

William R. Rozance, director of material. 

Elmer E. Nelson, resident manager. 

John F. Stocki, director of purchasing. 


R. O. Keefer, general purchasing agent. 
W. M. Maughan, director of purchases. 


C. 8S. Buss, purchasing agent. 
G. E, Wiley. 


D. J. MacGregor. 
P. J. Donowick. 


C. D. Parsons, assistant secretary. 
C. A. Chamberlain, secretary and assistant 
to president. 


H, R. Harper, assistant to vice president. 
Simon Greitzer. 


C. O. Anderson, director, purchasing staff. . 
David Lavker, director of purchases. | 
Howard G. Golem, director of procurement. 

Don Dillon, purchasing agent. 


C.J. Kvasnak, vice president in charge of 
Government contracts. 


D. J. Bosio, director of materiel. 
Tyrone Gillespie, assistant to epee. 
H. B. Graham, manager 


contracts. 
Harmar Brereton, assistant secretary. 


Government 
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Defense Department contractors’ small-business liaison officers—Continued 
NAVY RESPONSIBILITY—Continued 


Plant | 


Exide Industrial Division, The Electric Storage Battery 
Co., 42 South 15th St. at Chestnut, Philadelphia, Pa. 

Guided Missiles Division, Fairchild epee & Airplane 
Corp., Wyandanch, Long Island, N. 

Farrand Optical Co., Inc., Bronx. Bivd. and East 238th 
St., New York, N. Y. 

Federal Motor Truck Co. ., Detroit, Mich 

General Electric Co., New York, N. Y 

Goodyear Aircraft Corp., Akron, Ohio_....._.-....-...---- 

Greer Hydraulics, Inc., New York International Airport, 
Jamaica, N.Y. 

Gremco, Inc., 3535 North Sylvania, Forth Worth, Tex 


Grumman | Aireratt Engineering Corp., Bethpage, Long 
Islar d, N 

Hazelting ee Corp., 58-25 Little Neck Parkway, 
Little Neck, Long Island, N. Y. 


Heppenstall Co., Pittsburgh, Pa 


pe I a ae eee ee 
Hiller Helicopters, Palo Alto, Calif 


Hoffman Laboratories, Inc., 3761 South Hill St., Los 
Ang: les, Calif. 

Hydro-Aire, Inc., 3000 Winona Ave., Burbank, Calif.__.._- 

Ingalls S 1ipbuilding Co., Pascagoula, Miss_... \ 

Joy Manufacturing Co., Henry W. Oliver Bldg., Pitts- 
burgh, Pa. 

Kaiser Aluminum & Chemical Corp., Kaiser Bldg., 1924 


Broadway, Oakland, Calif. | 
Kollsman Instrument Co., a et a a | 
Land-Air, Inc., 20) North ‘Wells St., Chicago, Th. 
Librascope, Inc., oS Se i er eres 
Linde Air Products Co., division of Union Carbide & Car- | 

bon Corp., 30 East 42d St., New York, N. Y. 
Litton Industries, Inc., 336 North Foothill Rd., Beverly | 

Hills, Calif. 

Lockheed Aircraft Service, Inc., Post Office Box 48, Bur- 
bank, Cali 

Loral Electronics, New York, N. Y---.---..--------------- 

Luria Engineering Co., 511 5th Ave., New York, N. Y 


The Magnavox Co., Fort Wayne, Ind___-._._......--._-__- 

The Glenn L. Martin Co., Baltimore, Md. -______,__--___- 

Maryland Electronic Manufacturing Corp., College Park, 
d 





Md. 
McDonnell Aircraft Corp., St. Louis, Mo__-___-....-..---- 
Melpar, Inc., 3000 Arlington Blvd., Falls Church, Va_--.-- 
Mine Safety Appliances Co., 201 North Braddock Ave., 
Pittsburgh, Pa. 
New York Shipbuilding Corp., Camden, N. J 
Norden-Ketay, Milford, Conn.-....._..-...--.-..._-..-.-- 
Columbus Division, North American Aviation, Inc., 4300 
East 5th Ave., Columbus, Ohio. 
Northern Ordnance, Minneapolis, Minn----.........-.--.-- 
Pacific Airmotive Corp., Burbank, Calif..................- 


Pesco Products Division, Borg-Warner Corp., 24700 North 
Miles Rd., Bedford, Ohio. 

Peterson Builders, Inc., Sturgeon Bay, Wis__-.....-...-.-- 
Piasecki Helicopter Corp., Morton, Pa_-_--..---.....--..-- 
Pioneer Parachute Co., Inc., Manchester, Conn 
Puget Sound Bridge & Dredging Co., Seattle, Wash 
Radio psy 7 seater of America, Camden, N. J- 

Raytheon Manufacturing Co., W altham, Mass.. 
nt 4 Instrument Corp., 215 East 91st St., New York, 





Ryan Aeronautical Co., Lindbergh Field, San Diego, Calif. 
Sanders Associates, Inc., Nashua, N. H 
Sangamo Electric Co., Springfield, M___.-.-......-...----- 
Seeger Refrigerator Co., Evansville, Ind___...........-.---- 
Shaw & Estes, Post Office Box 2399, Dallas, Tex_-_..__--__-- 
Specialty Engineering & Electronics Co., Brooklyn, N. Y-- 
Sperry Gyrosco' 0., Division of Sperry Rand Corp., 
Great Neck, N. Y. 
Solar Aircraft Co., 2200 Pacific H. 
Stavid Engineering Co., Plainfield, N 
— Parachute Co., ‘Inc. ., 1325 East State St., Trenton, 
Radio Tube Division, Sylvania Electric Products, Inc., 


hw way, Sen, Diego, Calif. -| 





Emporium, Pa. 


Small business liaison officer 


H. 8. Stevenson. 
George J. Ryan. 
C. E. Wernlein. 
M. J. MeCarty, vies president. 


H. A. Delaney. 

David Fromson, secretary and contracte 
manager. 

D, M, Duke, purchasing agent. 


B. H. Rogers, 
procurement. 

J. O, Phillips, assistant to executive vice 
president. 


assistant vice president for 


E. T. Grindle, manager, puchasing and stores 
department. 
Robert Gingrich, director of purchasing. 


C, W. Lenox, Jr., purchasing agent. 
Kurt C. Warmbein, director of purchases. 


Fred J. Drewes, assistant to vice president 
and manager, 
George Stanion, 


assistant to vice president, 
Martin T. 


Dyke, executive vice president, 


E. Easterly, vice president, distribution. 


Charles R. Abrams, Jr. 


R. W. McGrail, materiel manager. 


E. H. Webster, vice president in charge of 
production and purchasing. 

P. B. Lovegren, director of purchasing. 

G. B. Shaw, vice president. 

W. G. Carroll, treasurer. 


Lloyd Harrison, vice president, procurement. 

R. Brandon Marsh, director of general serv- 
ices. 

J. P. Curran, purchasing agent. 


M. A. Haymore, division direetor of mate- 
rial. 


Neal J. Coleman, vice president, Adminis- 


tration. 
Robert L. McGrath. 


Lewis G. Sinning, director of procurement. 
Lyman H. Ford, president. 

V. DeP. Goubeau, vice president, materials. 
Ernest F. Leathem. 

George C. Konolige, assistant to the presi- 


dent. 
M. K. Smith, chief of materiel. 


Cecil D. Elfenbein. 

James Mattern, production planning man- 
ecmend B. Allen, assistant plant manager, 
E. A. Seott. 


H. A. Ehlers, general manufacturing man- 
ager. 











304 AIRCRAFT INDUSTRY 


Defense Department contractors’ small-business liaison officers—Continued 
NAVY RESPONSIBILITY—Continued 
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Electronic Systems Division, Sylvania pee Products, 
Inc., 175 Great Arrow Ave., Buffalo, N. 

Electronics Division, Sylvania Electric Heteenitis Inc., 
100 Sylvan Rd., Woburn, Mass. 

Research Laboratories, Sylvania Electric Products, Inc., 
Bayside, N. Y. 

Parts Division, Sylvania Electric Products, Inc., 12 Second 
Ave., Warren, Pa. 

Microwave Tube Laboratory, Sylvania Electric Products, 
Inc., 500 Evelyn Ave., Mountain View, Calif. 

Lighting Division, Sylvania Electric Products, Inc., 
Boston St.,-Salem, Mass. 

Televiso Corp., 1415 Golf Rd., Des Plaines, I}-._....__-.-- 

Temco Aircraft Corp., Post Office Box 6191, Dallas, Tex--- 

Ultrasonic Corp., 640 Memorial Dr., Cambridge, Mass__--. 

Pratt & Whitney Aircraft, United Aircraft Corp., New 
Haven, Conn. 

Hamilton Standard Division, United Aircraft Corp., Wind- 
sor Locks, Conn. 

Webster Chicago Corp., 816 North Kedzie Ave., Chicago, 

1 


Til. 

Westinghouse Electric Corp., 401 Liberty Ave., Post Office 
Box 2278, Pittsburgh, Pa. 

Whirlpool-Seeger Corp., St. Paul, Minn. -.........-.-.-..- 


Small business liaison officer 


Henry Lehne, general manager. 
Cuan W. Hosterman, assistant general 


Dr. R. MM. Bowie, director of engineering and 
research 

Merle W. Kremer, general manufacturing 
manager. 

Gerald C. Rich, manager. 


Henry F. Callahan, general manufacturing 
—— 

Daniel F . Shea, Jr., assistant to the president. 

Charles D. Collier, director of material. 

F. H. Guerette, director of purchases. 

D. W. Harris. 

G. W. Hatzenbuhler. 

H. L. Schenck, chief contract administrator. 


R. M. Wilson, sales manager; M. A. Dotter- 
er, production manager. 


ARMY RESPONSIBILITY 


Air Products, Inc.,: Emmeus, Pa. .......66605...---.-.---4: 
ty -Chalmers Manufacturing Co., Box 512, Milwaukee, 


American Air Filter Co., Inc., Louisville, Ky---.-....---- 

—— Radio Division, Bendix Aviation Corp., Towson, 

Blue Anchor Overall Co,, Inc., 1826 East Somerset St., 
Philadelphia, Pa, 

Byron Jackson Co., Post Office Box 2017, Terminal Annex, 
Los Angeles 54, Calif. 

re Pneumatic Tool Co., 6 East 44th St., New York, 


Connecticut eenene & Electric Corp., Meriden Conn__- 

Consolidated Welding & Engineering , Chicago, Tl_--__- 

Continental Aviation & eee po Detroit, Mich_ 

Dresser Industries, Inc., Republic National Bank Bldg., 
Dallas, Tex. 

Electric Heating Equipment Co., Philadelphia, Pa-_---_--- 

Emerson Radio & Phonograph Corp., 524 West 23d St., 
New York, N. Y. 

= Rite Implement Co., 4227 North Knox Ave., Chicago, 


Farnsworth Electronics Co., Fort Wayne, Ind-_..-.__----- 
Federal Telephone & Radio Corp., Clifton, N.J_-.....---- 
Engine and Foundry Division, Dearborn Engine Plant, 
Ford Motor Co., Post Office Box 516, Dearborn, Mich. 
Metal Stamping Division, Dearborn Tool and Die Plant, 
Ford Motor Co., Post Office Box 487, Dearborn, Mich. 
The General Tire & Rubber Co., Akron, SNE, tact dite 


The Hallicrafters Co., 5th and Kostner Aves., Chicago, Tl_- 

The Hammarlund Manufacturing Co., Inc., 460 West 34th 
St., New York, N. Y. 

Hogrer Aluminum, 19200 South Western Ave., Torrance, 

alif. 

Hycon Manufacturing Co., 2961 East Colorado St., Pasa- 
dena, Calif. 

Lewyt Manufacturing Corp., 60 Broadway, Brooklyn, 


Marmon-Herrington Co., Inc., Indianapolis, Ind-.---.-.--- 
Metal Hydrides, Inc., Beverly, ARR ila a ice 
Motorola, Inc., 4545 West Augusta Blvd., Chicago, Ill_---. 


The North Electric Manufacturing Co., Galion, Ohio--..--. 
= ee Chemical Corp., 460 Park Ave., New York, 


Phileo Corp., 4700 Wissahickon Ave., Philadelphia, Pa_._- 
— Optical Division, Polan Industries, Inc., Hunting- 
n, ja. 


Sigmund 8S, Stewart, director of purchases, 
. R. Geist, director of purchases, 


George C, Rogers. 
J, L. Winchester. 


Harold Rosenbaum, treasurer. 
Thomas L, Martin, 

G. J. Coffey. 

D, A, Sutch, executive viee president.. 


A, LaFave. 
E, L, Andrews, facilities director. 


Donald W. Kent, president. 
Joseph Nass. 


E. H. Hechinger. 
Robert Hauser, purchasing agent. ; 
E. P. Gallagher. 
H. H. Compson. 


R. H. Mallory, manager, defense products: 
division, 
edward J. Corcoran, secretary. 
F. Sylvester, general sales manager, 


Lawrence A. Harvey, executive vice presi- 


dent. 

Rear Adm. J. S. Laidlaw, United States: 
Navy (retired) assistant to the president... 

Bernard Krieger, Government contract ad- 
ministrator. 


B. Croner, vice president. 
rma’ a O’Brien,. vice president of procure-- 


Lio vd Mb aguiss vice, president. 
William C. Foster, executive vice president. . 


W. MacMurtrie,. purchasing agent. 
Jerry A. Goheen. 


eee nae 
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Plant Small business liaison officer 
wen Electronics Corp., 43-20 34th St., Long Island | 8. Merrill Skeist. 
y, N. 
Radiation, Inc., Melbourne) Paik 25s i... .c. William W. Dodgson, Jr., vice president. 


Radio Receptor Co., Inc., 240 Wythe Ave., Brooklyn, | Leo Friedman, purchasing agent. 


Keni 
Rauland-Borg Corp., Chicago, Ill. _......-.......-....----- 
— Manufacturing Co., 350 5th Ave., New York, | M. G. Kagan, vice president. 


mh 2 
Remington Rand, Inc., 1 Atlantic St., Stamford Conn_-___- Albert M. Ross. 
Servo Corporation of America, 20-20 Jericho Turnpike, | Charles F. Healey, production control. 
New Hyde Park, N. Y. 
The Steelcraft Meet OF Rossmoyne, Ohio_--.--_. Maurice Schulzinger. 
rae Corp., 1826 Diversey Parkway, Chicago, | E. N. Osterberg. 


ti. 

Stewart Diecasting Division, Stewart-Warner Corp., 4535 | L. C. Dostert. 
West Fullerton Ave., Chicago, Ill. 

Stewart Diecast Division, Stewart-Warner Corp., 275 | George W. Wilder. 
Warren St., Bridgeport, Conn. 

Bassick-Sack Division of the Bassick Co., Stewart-Warner | R. M. Westveer. 
Corp., Post Office Box 4237, Winston-Salem, N. C. 

ee. achine Division, Stewart-Warner Corp., Lebanon, | Carl J. Winkler, Jr. 


Stewart-Warner Electronics, Stewart-Warner Corp., 1300 | I. G. Blackberg. 
North Kostner Ave., Chicago, Ill. 

Teletype Oorns Critenee, Tiled << i oshd. ot 

The rene Company, Inc., Post Office Box 82, Mari- | O. G. Lehr. 
etta, Ga. 

United Engineering ‘ pee Co., 948 Fort Duquesne | John C. Utzig, purchasing agent. 
Blvd., area oT 

— Stone Robt ber , 1230 Avenue of the Americas, | 8. W. MacKenzie, director of purchases. 

ew Yor 
United States Steel, national tube division, Pittsburgh, Pa- 
Universal Match Co., Ween, Beta Ls <n. Sasi. sue ck 


Waltham Watch Co., Ee aa eee William H. MeMorrow, president, 
Hawthorne Works, Western Electric Co., Chicago, Ill___._- W. J. Adams. 
Point Breeze Works, Western Electric Co., Baltimore, Md.| C. E. McAdoo. 
Kearny Works, Western Electric Co., Kearny, N. J_...---- W. F. Dietrich. 
uae’ oN Works, Western Electric Co., Winston- | C. W. Zartman. 
em 
Westinghouse Air Brake Co., 3 Gateway Center, Pitts- | Earl D. Hilburn, vice president for Governe 
burgh, Pa. ment contracts. 


Whirlpool Corp., Gs JOON, Mh 6 nnn. Ls sigfbnwdcdnesce D. W. Alexander. 


ARMED SERVICES MEDICAL PROCUREMENT AGENCY RESPONSIBILITY 


American Optical Co., Southbridge, Mass_---.-......--.-- Vincent J. Rubenstein, director of purchas- 
ing department. 
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APPENDIX 6 


THE GLENN L. MarrTIN Co., 
Baltimore, Md., July 17, 1956. 
Hon. Tom STEEp, 
Chairman, Subcommittee No. 4, 
Select Committee on Small Business 
of the House of Representatives, 
Washington, D.C. 


Sir: I wish to acknowledge receipt of your letter dated July 2, 1956, in which 
you provided me with the names of large business firms erroneously reported to 
your committee by this company as small business. 

We were, of course, embarrassed, to say the least, that the errors in the report 
occurred and immediately reviewed both our system of recording and our means 
of obtaining the initial data that established the listing. 

Our embarrassment was heightened by our review of the small-business list 
when it was discovered that several more vendors of probable “large” status had 
slipped into automatic recording processes unnoticed. Further review estab- 
lished the possibility of error occurring when the vendor filled out our inquiry 
letter which was not sufficiently specific in its directions concerning affiliations. 
As a result, offices of local representatives, agents, and branches of parent com- 
panies were in a few cases reported on the basis of their own staff total and did 
not include the employment of parent companies and other affiliations. 

We are circulating letters again to all vendors listed in our files to assure our- 
selves that our vendor coding is now in order. Annual recirculation of letters 
to vendors who report total employment of between 400 and 500 persons is planned 
to detect growth into large-business status. 

We sincerely regret the errors in our reporting, but assure you that corrective 
measures to system and procedure at Martin of recording small-business patici- 
pation in our procurement have been inaugurated. Upon completion of our cur- 
rent review and the reestablishment of a tabular runoff, which we estimate to be 
completed by August 15, you will receive a new copy for your files. 

Very truly yours, 


G. B. SHaw, 
Vice President, Procurement. 








